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When you are asked to recommend 


an ACCOUNTING COURSE 


"T 40 help you in making suggestions, when asked by employees or by personal acquaintances to suggest a 


plan of accounting training, your attention is called to the educational organization of the International 


Accountants Society, Inc., here shown. 


The five men composing the Executive Educational Committee are responsible for I.A.S. educational 


activities and policies, with particular reference to text material, research, standards, and technical methods. 


The sixteen Certified Public Accountants com- 





posing the I.A.S. Faculty are actively engaged in 
preparing text material, giving consultation service, 
or grading students’ papers. Some give their time 
and attention exclusively to I.A.S. work. Others 
who are in actual practice of public accounting or 
corporation accounting, devote only part time to 
the work. Each subscriber secures the advantage 
of having his examinations handled by instructors 
from both groups. 

The forty members of the Advisory Board are 
outstanding Certified Public Accountants, business 
executives, attorneys, and educators, who counsel 
with the I.A.S. management, upon request, with 
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The uniformly high caliber of the men who 
compose the I.A.S. Staff is in itself eloquent testi- 
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which is so necessary in adult education. 
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THIS MONTH THERE 


APPEARS — 


“CONTROLLERSHIP: 
ITS FUNCTIONS 
AND TECHNIQUE” 


A Book of 144 Pages, 
Cloth Bound 


By John H. MacDonald 
Published by Controllers 


Institute of America 


This is a work which it is felt 
will go far toward enlightening 
the business public as to what 
controllership really is, what a 


controller does, and how. 


The status of controllership 
has advanced rapidly during the 
past decade. Many do not real- 
ize the extent of those advances. 
This book will disclose how far 


controllership has gone. 


It is for controllers and their 
assistants; for public account- 
ants; for students; for business 
executives, bankers, and direc- 
tors; for all who come into con- 
tact with controllers and their 
work. 


Price $2.00 
(Postage 8 cents additional) 


Members of The Controllers In- 


stitute of America Will Each | 


Receive One Copy, Without 
Charge. 


Publication Date, 
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In This Issue 

In the mind of every business man is 
the question as to what is to be done in 
the way of an excess profits tax to cover 
the expenses of the War Defense pro- 
gram. Many different proposals have been 
heard, many conferences have been held. 
The matter of amortization of the costs 
of war facilities, plants and equipment is 
bound up in the excess profits tax meas- 
ure. It is a pleasure to present in this 
issue of “The Controller” an analysis of 
this whole situation by an acknowledged 
authority, Mr. Ellsworth C. Alvord. His 
article, ‘The Excess Profits Tax—Poli- 
cies and Possibilities” is the latest word 
to be given to controllers and other busi- 


ness executives. 


What of trade with South American 
countries? Is the United States to get 
more of it? Will it be under a cartel 
plan? What must be done by American 
business concerns to capture additional 
trade in South America? Much light is 
thrown on these problems by the article 
which appears in this issue of ‘The Con- 
troller” from the pen of Mr. Clifford G. 
Chester, of Latin-American Information, 
a service which provides essential news 
to United States business concerns. Mr. 
Chester gives a comprehensive picture of 
what the customs have been of United 
States business houses in dealing with 
South American customers, and of what 
they should be if this trade is to be in- 
creased. Mr. Chester makes the point 
that an increase in this trade must be 
due primarily to private initiative on the 
part of American business men rather 
than on a Governmental controlled hemi- 


sphere plan such as a cartel. 


The president of the Hood Rubber 
Company, Mr. C. Lawrence Munch, gives 
an interesting picture of the problems 
forced on management by changing eco- 
nomic conditions in an article which 
appears in this issue. He puts special 
emphasis on the problems of determining 


costs and of fixing prices. 


Details of the program of the forth- 
coming Ninth Annual Meeting of The 
Controllers Institute of America are 


available in this issue. 





Other Recent Publications 


CONTROLLERS 
INSTITUTE OF AMERICA 


“War Problems of Business As the 
Controller Sees Them.” A report 
of the discussions of a group of 
one hundred controllers, in Con- 
ference January 5, 1940. 

1940 72 Pages $1.25 


“Suggestions for Improvement in the 
Federal Tax Laws and the Admin- 
istration Thereof.” Report of the 
Committee on Cooperation with 
the Treasury Department, of The 
Controllers Institute of America. 
October, 1939 20 Pages $1.00 


“Budget Methods and Procedures of 
Manufacturing Companies.” A re- 
port of a Conference of Control- 
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June, 1939 40 Pages $1.00 

“Interpretations of the Fair Labor 
Standards Act.” A report of a 
Conference of Controllers. 
November, 1938 24 Pages 75¢ 


Earlier Publications 
(Still in Print) 


“Budgeting for Control.” An address 
by Henry D. Minich, Chairman of 
Research Council. 

1932 16 Pages 25¢ 


“Appraisals and Property Account- 
ing.” Address delivered to New 
York members by Harold Vinton 
Coes, of Ford, Bacon & Davis, Inc. 
1932 12 Pages 50¢ 


Year Books 


1932, 1933, 1934, (1935 and 1936 
out of print) 1937, $2.00. 1938, 
$2.50. Year Book of 1939, $2.50. 


“The Controller” 


All issues since February, 1934, to 
date, with exception of May, 1934, 
February, 1936, September, 1937, 
May and October, 1939 issues, which 

50¢ Each 


are out of print. 


Duties of Controller 


| A single sheet, presenting the defini- 


tion by The Controllers Institute of 
America, of the duties of a control- 
ler. 


Sent free upon request. 
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L.dttortal Comment 


N every controller's mind is a feeling of responsibil- 
ity for appraising the economic changes which 
have come about, which are in process, and those 
which are to come, as a result of the upsetting of 
economic conditions by the war, and by the threat of 
involvement in it of the western hemisphere, to say 
nothing of the dislocations which already have taken 
place because of the beginning of a defense program 
of staggering cost. Companies of all sorts are vitally 
affected, in many ways. The whole nature of many 
businesses must change; some already have changed; 
cost, pricing and profit pictures are distorted. 

The controller realizes that he must know in an 
intimate way not only the effects which so far have 
been felt and the changes which have been wrought; 
he must be equally well informed as to what is under 
way, and what may come. He must know what these 
possible developments will mean to his company; 
he must be in a position to warn, if necessary, his 
company’s management, and to point out the prob- 
able effects of various sets of conditions. 

The program of the Ninth Annual Meeting of The 
Controllers Institute of America is being developed 
along lines which will give controllers detailed in- 
formation in these matters. No controller, the com- 
mittee says, who wants to be of real value to his 
management, should fail to avail himself of this op- 
portunity to obtain the latest, most reliable informa- 
tion concerning these problems, which will be de- 
veloped in these meetings. 


HOULD a chief auditor of a business concern re- 
port to some one other than the controller of the 
company? Should control of the internal auditing 


program be in the hands of the public accountants 
who are serving that company? These questions 
were brought to The Controllers Institute of America 
by the controller of a sizable company with a nation- 
wide business, with the statement that the public ac 
countants were urging strongly that the chief auditor 
of the company should report to another officer than 
the controller, on the grounds that the controller 
would be in effect auditing himself if the chief audi 
tor were to report to the controller. The question 
was at issue with the officers of the company, was up 
for early decision, with the controller protesting vig 
orously that the audit program should be under his 
direction and control, with the chief auditor report 
ing to him; while the public accountants were con 
tending that the auditor should report to some other 
officer than the controller. 

This controller had taken the trouble to telephone 


a dozen controllers of large companies to discoverf} 


whether their auditing departments reported to 
them, or to other officers of their companies; and 


had found no cases in which the internal auditors ref) 


ported to any officer other than the controller. 


It is the duty of the public accountants to see to iif 


that an effective internal auditing system has beet 
set up, and that it is actually being applied effec 


tively. They usually assure themselves on that poinif) 


by making test checks. 
To insist that the chief internal auditor report t0 


some one other than the controller seems unusual) 


| 


gratuitous, superfluous, and out of line with modem 
practice. It might even be interpreted as an effort 01 
the part of the public accountants to undermine tht 
responsibility of the controller. 
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There is involved here the important item of cost. 
Internal auditing can be done at much lower cost 
than public auditing, without sacrificing safety. This 
particular controller feels that he can more than cut 
in half the fee of the public accountants if he can 
have complete control of the internal audit program, 
and have the chief auditor report to him, instead of 
to some other officer of the company who would not 
be as well versed as he in the details of routines and 
procedures. 

Controllers have made great progress in refining 
internal auditing procedures and at the same time 
holding the costs within reasonable limits. That is 
one of the significant trends of recent years. Many 
public accounting fee has been materially reduced 
by controllers, without reducing the safety factor. 
Public accountants should accept this trend as grace- 
fully as they can. For public accountants to insist on 
retaining control of purely internal functions does 
not set well with modern managements which are 
familiar with what well equipped controllers can do 
in this field. 
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subsidiaries as carried on the books of the com- 
pany,” the letter states. The letter to stockholders 
announces also that the accounts for the half-year 
period have been prepared by the company’s ac- 
counting staff, “as is customary and have not been 
certified by independent auditors.” 

Among the assets shown on the balance sheet 
under the heading “Investments in and current ac- 
counts with certain European subsidiaries (see note 
below), the value of the securities, as at Decem- 
ber 31, 1938, as shown on the subsidiaries’ books, 
is set up. 

The footnote to which reference is made states 
that these corporations are located in belligerent 
European countries, the principal one in France. 
It continues: “No final audited accounts of such 
principal subsidiary, whose plant is located in ter- 
ritory now under military occupation, have been re- 
ceived for the year ended December 31, 1939, dur- 
ing which period it is understood a small profit was 
made; and no accounts have been received for the 
six months’ period ended June 30, 1940. Owing to 








ation- war conditions, their assets and liabilities have been 
lic ac: excluded from consolidation in the above balance 
uditor sheet. Instead, their securities are included at the 
t than}(7-HE manner in which companies with subsidi- values shown by their books at December 31, 
trolley} t aries in Europe are handling their accounting 1938..... f° 
; audi and reporting for those subsidiaries is illustrated in Thus simply do controllers of progressive com- 
estion} the semi-annual report of the B. F. Goodrich Com- panies handle a situation, so far as accounting and 
vas UPPpany as of June 30, 1940. reporting are concerned, which at the outbreak of 
1s 3 The letter to the stockholders calls attention to the war last September, and again at the turn of the 
ler hilihe fact that a note appears on the balance sheet to calendar year, gave rise to so much discussion and 
‘CPO tthe effect that the subsidiaries operating in belliger- speculation as to what accounting records should be 
i On: : : ee : 
ol ent European countries are not consolidated. “The made, and what should be included or excluded 
balance sheet shows the total investment in these from the consolidated statement. 
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The Excess Profits Tax—Policies 


and Possibilities 


The people demand action: 


(1) The national defense program 
must go forward; 

(2) The national defense program 
must be soundly financed ; 

(3) There must be no “war mil- 
lionaires.”’ 


There must be, and will be, an ex- 
cess profits tax. But what kind of an 
excess profits tax is required? What 
part is it to play? 


I. Recent Developments 


On June 10, 1940, the report of the 
Committee on Ways and Means on the 
Revenue Act of 1940, stated that “we 
have instructed our technical assistants 
and the appropriate Treasury officials 
to accelerate their work in these two 
fields [excess profits and amortization ] 
so that bills will be prepared for sub- 
mission not later than the opening of 
the next session of Congress... . . : 

Secretary of the Treasury Morgen- 
thau, testifying before the Senate Fi- 
nance Committee two days later, quoted 
this language from the House Report 
with approval, and further stated: 
“That was the resolution I was author- 
ized by the President to say was not 
only acceptable but pleasing to him.” 

Approximately two weeks later, 
however, on July 1, 1940, the Presi- 
dent transmitted a message to Con- 
gress, calling for the immediate prep- 
aration and enactment of a ‘‘steeply 
graduated excess profits tax, to be ap- 
plied to all individuals and all corpo- 
rate organizations without discrimina- 
tion.” Treasury experts and members 
of the Ways and Means Committee 
are now engaged in the preparation of 
such a measure for immediate action 
by Congress. 


II. Policies and Purposes 


The primary purpose of an excess 
profits tax should be to prevent un- 


By Ellsworth C. Alvord 


controlled price increases. It may also 
be an important revenue producer, but 
revenue is a secondary matter. The 
tax should be designed to promote 
“normal profits,” while preventing or 
discouraging profits above normal, 
especially those resulting from ‘war 
profiteering,” speculation in commod- 
ities, and like activities. 

The excess profits tax of World War 
days was of valuable, though tardy, 
assistance in the efforts to control run- 
away prices and profiteering. In the 
near future an excess profits tax will be 
necessary for the same purpose. But 
an excess profits tax is a sensitive and 
exceedingly complicated mechanism. Its 
effects are far-reaching, often unantic- 
ipated. Speed is essential to national 
defense. Time and thought are essen- 
tial to the preparation of a sound tax 
program. An excess profits tax, devised 
hastily or by the inexperienced, or de- 
signed to produce undisclosed results, 
will have most unfortunate repercus- 
sions—financial, economic, social and 
political. National defense itself may 
be jeopardized. 


The following questions should 
therefore be answered immediately and 
unequivocally regarding the policies 
and purposes of the excess profits tax 
proposed by the Treasury Department: 


(1) Is the tax designed primarily 
to control prices ? 

(2) Is the tax designed primarily 
to produce additional revenue (it is 
rumored that the Treasury has ate 
schedules designed to raise 600 million 
dollars to 2 billion dollars a year) ? 

(3) Is the tax to become a perm. 
nent part of our revenue system—o 
will it be enacted merely as a temporary 
measure, to remain in force only dur- 
ing the existence of the ‘‘emergency”? 

(4) Is the tax designed to force 
everyone to come to the Government 
to borrow funds, with resulting con- 
trol and management by Government 
officialk—or is private enterprise, 
financed, controlled, and managed by 
private individuals to be given 3 
chance? 

(5) Is our national defense pro- 
gtam as important as the tax pro 
gtam—or will its effect upon the m- 








It is a privilege to present here an analysis of the situation 
as of August | with respect to the possibilities as to what is in 
store for the country in the way of an excess profits tax—an 
analysis prepared by one of the country’s foremost acknowl- 
edged authorities in this field. 

It is not necessary to tell readers of this magazine, or mem- 
bers of The Controllers Institute of America, who Mr. Alvord is. 
This attorney and tax consultant, of Washington, D. C., who 
serves many of the larger corporations of the country, has ad- 
dressed annual meetings of The Institute on several occasions 
on the general subject of federal taxes. His interpretations of 
new tax laws, and of their effects on the financial structures 
and prospects of business concerns, have been sound and help- 
ful, and have been greatly enjoyed by the controllers and fi- 
nancial officers who have been fortunate enough to hear them, 
or to read them. 

This article was written especially for ‘The Controller’’, on 
short notice, as Mr. Alvord points out. It throws much light on 
the situation prevailing at the beginning of August. 

—tThe Editor 
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III. Economic Conditions 


If price control is our primary ob- 
jective it must be obvious that there is 
no need for undue haste in the enact- 
ment of an excess profits tax—although 
unquestionably such a tax will be es- 
sential when defense spending takes 
effect. Underlying economic condi- 
tions are wholly different from those 
prevailing in 1917, or even in 1926 
(the frequently proclaimed objective 
for normal conditions). Commodity 
ptices today are lower than they were 
at the outbreak of war, 25 per cent. 
lower than in 1926, and 50 per cent. 
lower than in 1917. Corporate profits 
for 1940 will be 314 billion dollars 
less than in 1917, and 21% billion dol- 
lars less than in 1926. Under these 
circumstances there is no justification 
for the belief that a critical price situa- 
tion exists, or that busines as a whole 
has made any “excess profits” in the 
last ten years. No “emergency” de- 
mands abandonment of analysis, delib- 
eration, and judgment. Furthermore, it 
is generally admitted that many present 
prices are too low. 

The table which appears on this 
page shows our situation with respect 
to prices, profits and industrial activity 
as compared with the World War pe- 
tiod and with 1926. 


IV. Treasury Proposal 


The details of the Treasury proposal 
have not been made public. Based on 
tecent newspaper articles, however, the 
main outlines of the Treasury plan 
appear to be as follows: 

(1) Essentially, an invested capital 
basis is provided for determining nor- 
mal profits. A specified minimum and 
maximum return is allowed. Within 
these limits, average earnings for the 
period 1936-1939, inclusive, determine 
normal profits. 

(2) Corporations are divided into 
“large” and “‘small’’ corporations. 
‘Large’ corporations, with more than 
$500,000 invested capital, will be per- 
mitted to earn free of tax not more 
than 10 per cent. and not less than 4 
or 6 per cent. of invested capital. 
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PRICES, PROFITS, INDUSTRIAL ACTIVITY | 
| Industrial Production W holesale Price Corporate Net | 
Year Index Index? Income 
1914 (4) 68.1 3,940 
1915 (4) 69.5 5,310 
1916 (4) 85.5 8,766 
1917 (4) LES 10,730 
1918 (4) 131.3 8,362 
1919 (4) 138.6 9,411 
1926 108 100.0 9,673 
| 1934 79 74.9 4,275 
| 1935 90 80.0 5,165 
| 1936 105 80.8 6,761 
1937 110 86.3 6,914 
1938 86 78.6 4,700 Est. 
1939 105 vie 6,700 Est. 
August 103 75.0 
September 111 79.1 
1940 7,300 Est. 
April 102 78.6 
May 106 78.4 
June 114p Tis 
p—preliminary. 
* Federal Reserve Board, 1923-5 average = 100. 
* Bureau of Labor Statistics, All Commodities, 1926 = 100. 
3 Statistics of Income. In millions of dollars. 1938, 1939, 1940 estimated on basis 
of collections. 
*No data available. 








“Small” corporations, with less than 
$500,000 invested capital, will be per- 
mitted to earn not more than 10 per 
cent. and not less than 6 or 8 per cent. 
of invested capital. 

(3) Rates of tax on excess profits 
have not been determined, but they 
will be graduated in accordance with 
the return on invested capital earned 
in excess of the 10 per cent. maximum. 

(4) There is no indication of the 
proposed definition of “invested cap- 
ital,” except that a provision will be 
inserted to permit a part, but not all, 
borrowed capital to be included in 
invested capital. 


V. Analysis of Treasury Proposal 


One of the most difficult and deli- 
cate tasks in framing an excess profits 
tax is determining the “yardstick” for 
measuring normal profits. The Treas- 
ury selects a single measure: Actual 
return (subject to minima and maxima 
rates) upon invested capital during a 
specified “pre-emergency” period. 

But no single “yardstick” is ade- 


quate. Fortunately or unfortunately, 
there is no one group of factors which 
invariably produces profits. Ability, in- 
genuity, determination, initiative, fore- 
sight, willingness to work, a realiza- 
tion of, but a healthy disdain for, risks 
and hurdles—assisted frequently by 
fortuitous circumstances and something 
sometimes called “‘luck’’—are perhaps 
primarily responsible. Fundamentally, 
it is the capacity to produce goods or 
services desired by someone else—re- 
gardless of how the possessor of the 
capacity ‘“‘got that way.” It is this ca- 
pacity of the individual (whether or 
not profits are the result, and whether 
or not they are the motive), which 
must be encouraged and protected. 

The method of determining “nor- 
mal profits” in the Treasury plan does 
not appear to bear any real relation to 
the actual earnings experience of the 
corporation, or to its true “normal” 
profits. Rather, it seems intended to 
confiscate profits which a small group 
of government officials and advisers 
believe to be excessive, according to 
their own arbitrary standard. 








aie 


Superficially, the Treasury pro- 
posal purports to determine normal 
profits by reference to the average 
prior earnings of the business during 
the period 1936-1939. Actually, this 
is true only within very narrow limits. 
Since the plan sets a maximum normal 
profit of 10 per cent. of invested cap- 
ital, in reality it is based on 10 per 
cent. of invested capital or average 
prior earnings, whichever is the lesser. 
It is thus not confined to the increase 
in earnings after the defense emer- 
gency arose, and which might in some 
measure be attributable to that pro- 
gram; it taxes as well profits which 
have not increased over the pre-defense 
period, if those profits exceed an ar- 
bitrary return on an arbitrarily deter- 
mined capital investment. That this 
method will produce a large amount 
of revenue is quite possible. But it will 
not be collected from “‘defense’’ prof- 
its; it will be collected from the present 
level of corporate earnings. 

Experience with an invested capital 
basis in World War days indicates that 
it has serious deficiencies which make 
it unsuitable as a sole standard (or per- 
haps even as a selective standard) of 
normal profits—although it might be a 
necessary or useful ‘‘cushion’”’ in many 
industries. Most of these difficulties 
are inherent in the method, and the 
Treasury plan may be presumed to 
share them, although it may remedy 
some of the faults of the 1917-1918 
law. 

(1) Diéscriminations and Inequities. 
The invested capital method is highly 
inequitable in operation, permitting 
accidents of capitalization and charac- 
ter of the business to determine tax 
liabilities. For example, it discriminates 
against the following classes of corpo- 
rations: 

(a) Undercapitalized corporations. 
The corporation with a small capital 
investment is severely penalized if it 
has a good earnings record, while over- 
capitalized corporations with the same 
earnings will escape the tax. The Treas- 
ury plan does not remedy this defect. 
The arbitrary dividing line of $500,000 
of invested capital is intended only 
to provide a larger “cushion” for small 
corporations if their average earnings 
have been low. No corporation may 
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earn more than 10 per cent. on in- 
vested capital, regardless of size of 
capitalization, which is grossly unfair to 
conservatively financed companies. 

(b) Corporations with borrowed 
capital. The corporation financed 
mainly by bond issues suffers the ex- 
cess profits tax penalty, while its com- 
petitor, financed with preferred stock, 
does not. Since virtually all long-term 
borrowed funds are capital investment 
in a business sense, this is a severe 
discrimination. The Treasury plan ap- 
parently attempts a remedy for this 
situation. While it is difficult to ap- 
praise the provision in the absence of 
specific details, if it allows only a part 
of borrowed funds to be included in 
invested capital, it will furnish only 
partial relief. 

(c) Small corporations. Since small 
corporations are typically undercap- 
italized, and are seldom able to raise 
money by equity financing, they bear 
the chief burden of an excess profits 
tax based on invested capital. Ample 
proof has been furnished in statistical 
studies of the World War excess prof- 
its tax. 

(d) High risk industries. The in- 
vested capital ‘‘yardstick,” allowing a 
fixed return, fails to recognize that 
industries involving a large degree of 
capital risk are entitled to earn a larger 
return than safer industries. The nat- 
ural resource industries are particularly 
subject to this discrimination. The same 
considerations apply to corporations ex- 
perimenting with and developing pat- 
ents, new processes and new prod- 
ucts. 

(e) Non-defense industries. Indus- 
tries whose profits will not be in- 
creased, and may be decreased, by the 
defense emergency will be discrimi- 
nated against, where their average 
earnings exceed the prescribed return. 
Excellent examples are banks, small 
loan companies, insurance companies, 
surety companies, trust companies, 
underwriters, mutual investment groups 
required to distribute their entire earn- 
ings, and retail stores. 

(f) Industries regulated by law. 
The same considerations apply to in- 
dustries whose rates are fixed by law 
or by regulatory commissions, if the 
fair return thus prescribed exceeds the 


invested capital standard. In this cate- 
gory are railroads, public utilities, 
busses, trucks, air transport companies 
and others. 

(g) Corporations with efficient man- 
agement. The invested capital method 
wholly ignores the contribution of 
skilled management and initiative to 
earnings. Sound, efficiently managed 
companies are penalized, while less 
fortunate competitors are benefited. 

(h) Corporations with earnings 
from intangibles. Invested capital fails 
to reflect adequately the earning power 
of patents, good-will, and other intan- 
gible assets. Corporations whose in- 
tangible assets have been developed 
rather than purchased or paid in for 
stock are unnecessarily penalized. To 
the extent that the value of intangi- 
bles is limited in computing invested 
capital, all corporations owning such 
assets are injured. 

(2) Difficulties of Computing In- 
vested Capital—The computation of 
“invested capital’ under the World 
War excess profits tax gave rise to ex- 
cessive complications and administra- 
tive difficulties. The Treasury proposal 
appears to suffer from the same defects, 
and requires additional computations 
on the average earnings basis. The ele- 
ments of “invested capital’ under the 
prior law, and the difficulties encoun- 
tered, were as follows: 

(a) Cash paid in for stock or shares. 
This determination is not difficult to 
make, except where adequate records 
have not been kept of payments made 
many years ago. Associations without 
capital stock or shares taxed as corpo- 
rations, however, may have difficulties 
under such a provision. Problems also 
arise where convertible obligations are 
subscribed for, and later converted 
into equity capital. 

(b) Cash value of tangible property 
paid in. This offers major difficulties. 
The method of valuation to be applied, 
and judgment and opinion as to val- 
ues, have always presented difficult 
questions. The assembly of evidence to 
determine value becomes particularly 
difficult when many years have elapsed 
since the acquisition of the property. 
While adequate “tax basis” records, 
and the substitution of March 1, 1913 
values for cost, will assist today, the 


valu: 
invo 
tion 
reors 
force 
callit 
the | 
of tl 
exces 
satisf 
an a 
of th 
fictio 
fact. 
the f 
the | 
arose 
(c 
this « 
for it 
ited 
paid 
there! 
total 
whick 
the — 
even 
gible 
good- 
the | 
More 
tangil 
somet 
sive § 
mulat 
and ii 
stock, 
sible. 
law w 
quired 
propet 
limitat 
tion i 
discrir 
culty. 
(a) 
undivi 
the qu 
what 
and p 
tise re 
tion ar 
period: 
Corpor: 
a tax- 
ment 
as dec 


premiu 





s cate. 
tilities, 
panies 


t man- 
nethod 
on of 
‘ive to 
anaged 
le less 
ed. 
rnings 
al fails 
power 
intan- 
se in- 
eloped 
in for 
2d. To 
ntangi- 
ivested 
g such 


ng In- 
ion of 
World 
to ex- 
inistra- 
roposal 
defects, 
itations 
he ele- 
der the 
‘ncoun- 


shares. 
cult to 
records 
s made 
without 
corpo: 
ficulties 
ns also 
ons are 
nverted 


ro perl) 
culties. 
pplied, 
to val: 
difficult 
ence to 
icularly 
elapsed 
roperty. 
records, 
1, 1913 
lay, the 





valuation of non-depreciable assets will 
involve serious problems. The valua- 
tion of property acquired in tax-free 
reorganizations, in bankruptcy, and by 
forced sale presents special problems 
calling for statutory solution. Finally, 
the limitation of value to the par value 
of the shares issued therefor, unless 
excess value was demonstrated to the 
satisfaction of the Commissioner, was 
an arbitrary and unsatisfactory feature 
of the old law. It was based solely on 
fiction, contrary to both theory and 
fact. If no-par shares were issued for 
the property, a further question as to 
the fair market value of the shares 
arose. 

(c) Intangible property paid in. In 
this case, under the old law, the value 
for invested capital purposes was lim- 
ited to (a) actual cash value when 
paid in, (b) par value of stock issued 
therefor, or (c) 25 per cent. of the 
total par value of outstanding stock, 
whichever was lowest. Here, again, 
the valuation problem is difficult, 
even more so than in the case of tan- 
gible property. The value of patents, 
good-will, trade-marks, franchises, and 
the like, is frequently conjectural. 
Moreover, the dividing line between 
tangible and intangible property is 
sometimes troublesome, and all-inclu- 
sive statutory definitions hard to for- 
mulate. In some cases, both tangibles 
and intangibles will be acquired for 
stock, and allocation will be impos- 
sible. Disputes also arose under the old 
law whether intangibles had been ac- 
quired for stock, or for cash or other 
property, in which case the 25 per cent. 
limitation did not apply. The limita- 
tion itself was a source of injustice, 
discrimination and administrative diffi- 
culty. 

(d) Paid-in or earned surplus and 
undivided profits. This involves all 
the questions inherent in determining 
what represents ‘“‘accumulated earnings 
and profits.” Problems are bound to 
tise regarding the amount of deprecia- 
tion and depletion charged against past 
periods; accumulated earnings of one 
Corporation transferred to another in 
a tax-free reorganization; the treat- 
ment of deficits, reserves not allowed 
as deductions, stock dividends, bond 
premiums and discounts, organization 
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expenses, commissions on the sale of 
securities and a host of similar ques- 
tions. 


VI. Other Proposals 


In addition to a return on invested 
capital, numerous other tests for the 
determination of normal profits have 
been suggested. Among the principal 
suggested methods are the following: 


(1) The average of earnings of 
designated prior years. 

(2) A specified return on the ap- 
praised value (or value for tax pur- 
poses) of assets used in the business 
during the taxable year. 

(3) A specified return on the de- 
clared value of capital stock for capital 
stock-excess profits tax. 

(4) The Vinson-Trammell Act 
method. 

(5) A specified profit per dollar of 
sales, gross receipts, or other unit of 
business volume. 

(6) A “normal yield” based upon 
the relation of earnings and market 
values of its securities over a base pe- 
riod. 

(7) A fair profit as determined by 
some special board or agency (the 
Civil Aeronautics Board, for example, 
for aviation) giving due consideration 
to all factors, as hereinafter discussed. 

(8) The ‘‘special assessment’ de- 
vice of the prior laws—which probably 
will be a necessary supplement in any 
event. 


Each of these methods has its pos- 
sibilities, discriminations, and _prob- 
lems. None of them has had practical 
application. Nevertheless, each deserves 
careful analysis and study, in order to 
determine its possible utility, either as 
an alternate ‘‘yardstick”’ or as a relief 
provision. Proper analysis is impos- 
sible unless adequate time is afforded. 


VII. Recommendations 


As a basis for discussion and criti- 
cism, the following recommendations 
are offered: 


(A) Determination of Normal Profits 

Both from a theoretical standpoint, 
and on the basis of experience in Great 
Britain and Canada, the average earn- 
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ings basis appears to offer the fairest 
approach to true normal profits. It is 
clearly inadequate, however, in the 
following two cases: 


(1) Corporations having abnor- 
mally low earnings in the base period; 

(2) Corporations formed during or 
after the base period, which do not 
have adequate earnings records. In 
such cases, special provisions are neces- 
sary. 

(1) Average Earnings—The fun- 
damental advantages of this system as 
a basic test are as follows: 


(a) It has the tremendous virtue of 
simplicity—in drafting, in adminis- 
tration, and in computation by the tax- 
payer. 

(b) It confines an excess profits tax 
to profits which have increased after 
the defense emergency arose—which 
is the only proper objective of the tax. 

(c) It gives effect to all sources of 
earnings, including the value of man- 
agement services, and the contribu- 
tion of intangibles to earning power. 

(d) It does not discriminate among 
corporations or industries on the basis 
of size, capitalization, or risk. 

If such a method is adopted, a fairly 
representative period should be desig- 
nated as the base period. The four 
years 1936 to 1939, or the selection by 
the taxpayer of any three of those four 
years, or any two of the last three years, 
might be appropriate (though we can 
not blink our ten years of depression). 

Provision must also be made for 
changes in capital structure either dur- 
ing the base period or after it. Aver- 
age earnings might be increased by 
10 per cent. of new capital; and de- 
creased in like amount for capital re- 
ductions. 

(2) “Special Assessment.”—As 
stated above, the average earnings 
method is inadequate in the case of 
new corporations, and corporations 
having abnormally low earnings dur- 
ing the base period. The experience 
of the youth of our country is limited 
to a depression period. I would free 
them, if possible. Most certainly, they 
must not be shackled and_straight- 
jacketed. 

I do not think it is necessary or wise 
to confine them to a fixed return on in- 
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vested capital. The reasons already 
given need not be repeated. If ade- 
quate earnings have not been realized, 
why not “‘construct’”” them? Other 
countries do so. 

Rather than go through all the work 
and cost of computing invested capital 
(with both work and cost wasted in 
many cases) and reaching a result 
which will be neither fair nor satisfac- 
tory, why not approach the problem 
directly: What should its normal prof- 
its have been ? 

A special committee of honest, ex- 
perienced, practical men could answer 
this question—and in most cases an- 
swer it promptly. It is answered every 
day in private life, as a normal busi- 
ness matter. The committee would, of 
course, give consideration to all rele- 
vant factors—such as the nature of the 
industry, risk involved, prior-year 
losses, debts, future prospects, market 
values of outstanding securities, the 
“normal” earnings of representative 
corporations engaged in a like or sim- 
ilar business, and the like. 

Too much power? Perhaps! But no 
more than under the old special as- 
sessment provisions. And you can not 
have an excess profits tax without dele- 
gating tremendous power. Further- 
more, the committee’s decision should 
have no greater finality than the de- 
cisions of the Commissioner of In- 
ternal Revenue. And the Joint Com- 
mittee on Internal Revenue Taxation 
might appropriately designate an ob- 
server to participate in its hearings and 
deliberations. 


(B) Determination of Income for 
Excess Profits Tax 

The determination of profit subject 
to the excess profits tax presents some 
additional problems, in view of the 
severity and peculiar characteristics of 
the tax. 

(1) Period of Measurement. The 
12-months period for measuring excess 
profits is without justification. It meas- 
ures neither excess profits nor ability 
to pay (without assuming that the doc- 
trine has any application to corpora- 
tions). As a general measure, a 5- 


year period will be more realistic for 
both purposes. Among the devices 
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which will assist in bringing about this 
result are: 

(a) A 5-year net loss carryover 
(in England a 6-year carryover is 
permitted) . 

(b) A carryover of “deficiency 
income” (i.e., income which is less 
than average earnings over the base 
period). 

(c) Applying losses in the first 
year or two of the “post-emergency”’ 
period against profits realized dur- 
ing the period when the tax was in 
force. 

(2) Income Taxes.—The ordinary 
income tax paid by the corporation 
should be allowed as a deduction in 
determining income subject to excess 
profits tax. 

(3) Consolidated Returns —A man- 
datory provision for consolidated re- 
turns should be prescribed, in order 
properly to reflect the income of afhl- 
iated groups. Determination of aver- 
age earnings for the base period would 
also, of course, be made on a consoli- 
dated basis. 

(4) Inventory Losses.—Losses due 
to shrinkage of inventory values should 
be allowed as a deduction against 
gains of the prior year, or a deduction 
should be allowed for a reasonable ad- 
dition to a reserve for inventory losses. 

(5) Amortization —There is much 
confusion and misunderstanding in cur- 
rent discussions involving amortization 
of the cost of special war facilities— 
perhaps because the provision in the 
1918 and 1921 Acts was vague, un- 
satisfactory, and maladministered. The 
subject requires a more detailed treat- 
ment than is possible here. Much can 
be accomplished under present law, 
without additional legislation. The 
principle is simple: Cost must be re- 
turned. This is and always has been 
true, whether we are dealing with ar- 
ticles purchased and sold, or produced 
and sold. Their cost should be re- 
covered, so far as possible, against the 
proceeds of the sale. And all fear that 
return of cost might be considered tax- 
able income must be dispelled. 


(C) Personal Service Corporations 

Personal service corporations do not 
lend themselves to an excess profits 
tax. The prior earnings method is not 





satisfactory as applied to them, since 
the earnings fluctuate according to the 
number and earning power of the per- 
sons performing the services. Under 
the prior excess profits tax law, they 
were allowed the option of taxation 
as a partnership, under which a pro 
rata share of the corporate earnings 
was reported by the stockholders. A 
similar method of treating them seems 
advisable in any new excess profits tax. 


VIIT. Conclusion 


As a conclusion, I must caution who- 
ever may read this article, that ade- 
quate time has not been available for 
its preparation. 


Report on Pennsylvania Job 
Mobilization Program 


The Controllers Institute of America 
has received a report of the Pennsylvania 
Job Mobilization Program which tells of 
the results accomplished in Pennsylvania 
by business men to make business better, 
provide more employment, relieve relief, 
and lower taxes. The report was received 
by courtesy of Mr. Walter D. Fuller, 
president of Curtis Publishing Company, 
chairman of the Program. 

In a five-and-one-half month expeti- 
mental period, the program resulted in 
job opportunities in private business for 
close to 100,000 men and women, along 
with savings of millions of tax dollars, 
according to this report. 

Business was stimulated to more busi- 
ness: an estimated $100,000,000 in new 
construction and plant maintenance work 
was developed; probably $80,000,000 ad- 
ditional in home modernization was en- 
couraged; many localities succeeded in 
reopening mines and factories, while 
others obtained new industries; the 
ground work was laid for the retraining 
of displaced workers, and for vocational 
education; and intangibles of possibly 
even greater potentiality were given im- 
petus. All of these are benefits which 
flowed directly from this pioneer effoit 
to put fundamental American principles 
to work, the report points out. 

These results are discussed in detail in 
the report along with the methods which 
produced them. 


September 23, 24, 25, dates of Ninth 
Annual Meeting of The Controllers 
Institute of America, at Hotel W aldorf- 
Astoria, New York City. Set these 
dates aside. Plan your business trip t 
New York at that time. An especially 
interesting program is being planned. 
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Private Initiative Must Bear Burden of 


Stimulating Latin American Trade 


Our Yankee ancestors were (in)- 
famous throughout the world for their 
shrewdness, acumen, and hard-headed 
tactics. Those were the days when they 
met little competition with respect to 
the products they peddled. Indeed, if 
there was any competition at all it was 
to be found among themselves. 

Being first on the ground and with 
an existing need for the wares they 
offered, the Yankee traders did a thriv- 
ing business on their own terms. 

Today is another story, and the 
changes that have taken place go far 
deeper than the mere evoltion from 
sail to steam. Over the years, compe- 
tition has become fierce and keen. Po- 
litical issues and changing political 
ideas have complicated the problems of 
trade. Economic necessity and protec- 
tionisms have created additional bar- 
tiers. Also over the past years, our 
Latin-American neighbors have, and it 
must be admitted with some degree of 
justification, come to regard every act 
of the United States with an_ initial 
attitude of suspicion as a move of 
"Yankee Imperialism.” 

How has the Yankee trader kept 
pace with the times? We must admit, 
however reluctantly, that he has not 
changed much. 

True enough he has modernized his 
clothes, he no longer sports a beard, 
and he travels in a metal bottom under 
steam rather than in a wooden bottom 
under sails. He is still shrewd, still has 
acumen and is still hardheaded. But 
.... he has not learned to recognize 
the fundamental differences of charac- 
ter, custom, and business methods 
which are basically racial and which 
differentiate all Latin-American coun- 
tries from these United States. 


KNOWLEDGE OF LANGUAGE HELPFUL 


Beginning with the fundamental of 
the language, the Yankee takes the 
same attitude as the British. The Eng- 
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lish language is good enough for any- 
body. Certainly, English is a good lan- 
guage, particularly for business, but 
the fundamental is that, if you know 
the other fellow’s language well, you 
will, in nine cases out of ten, know his 
language better than he knows Eng- 
lish and as a consequence arrive at a 
mutual understanding and agreement 





| | 
| Ts picture presented in | 

this article was drawn by 
a man who is in an excellent 
position to know what is go- 
ing on in Central and South 
America. Mr. Chester is presi- 
dent of Latin-American In- 
formation, a service which 
provides essential news to 
United States business men. 
Mr. Chester, as controller, as- 
sistant general manager and | 
vice-president of the various 
Spanish subsidiaries of In- 
ternational Telephone & | 
Telegraph Company, was in 
Spain for nine years, includ- | 
ing the Civil War years. He is 
a fluent linguist. His health 
broken by what he had been 
through in Spain, he returned 
to the United States and re- 
signed his position. The 
knowledge that he_ had 
gained of Spanish people is 
being put to use in the con- 
tinuing survey that he and 
his staff are making of af- 
fairs in South America. 

Controllers will be inter- 
ested in his views as to the 
future of trade between the 
United States and the coun- 
tries of South America, and | 
between those countries and | 
a possibly victorious Ger- 
many. 


| 
| 
| 
| 
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much quicker and to a much greater 
degree. These are tremendous advan- 
tages in business. In addition it is par- 
ticularly true of the Latin-American 
that he is truly appreciative of the ef- 
fort you make to learn his language 
and he is much more helpful in as- 
sisting you learn than we are with for- 
eigners in our country. This leads to 
friendship. 

The reluctance of the Yankee to 
learn the language of others is demon- 
strated in many ways right here in 
his own country. An example is the 
hiring of foreigners for translation and 
foreign correspondence work; an al- 
most universal practice of using Eng- 
lish-Spanish stenographers, to whom 
dictation is given in English and who 
then transcribe the letters in Spanish. 
Another harmful procedure is the prac- 
tice of many larger American com- 
panies with interests in Latin-America, 
of bringing young nationals to the 
United States for an education and 
afterwards giving them employment in 
their own country, instead of encour- 
aging young Americans to acquire an 
education for work in the foreign field. 

The backwardness of American scho- 
lastic authorities in providing the right 
kind of language educational facilities 
is not the primary cause for the lack of 
language ability among us Yankees. 
If we become sufficiently language 
conscious the practical means of over- 
coming present deficiencies will auto- 
matically appear. 


QUICK AND ACCURATE INFORMATION 
EsSENTIAL 


Another Yankee handicap is the al- 
most provincial attitude he takes with 
regard to news and information about 
the very countries and peoples he is 
so anxious to do business with. This 
strange attitude is probably the reason 
why, until recently, there has never been 
a serious effort made to organize com- 
mercially such avitally necessary activity. 
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The larger American companies, with 
major investments throughout Latin- 
America, have long recognized the 
basic necessity for quick and accurate 
information. They also recognize that 
it is not a question of whether or not 
they can afford to spend X dollars, but 
that if they are going to do business 
at all in the foreign field they must 
have the basic information without 
which no business can be conducted 
intelligently. One of the major pe- 
troleum companies admits spending 
some $2,000 per month solely for the 
purpose of keeping in touch with con- 
ditions in a half dozen of the Latin- 
American countries. Even among the 
larger companies however there is still 
a tendency to rely too much on verbal 
information. 

“Bill Smith has just come back from 
Rio, I'll talk to him over the phone, 
or see him at lunch.” Sure, this man’s 
viewpoint would be interesting and 
valuable, but, information that is worth 
having is worth recording. 

When we come down to the smaller 
Yankee, the situation is in an unbeliev- 
able state. Within the territorial limits 
of the United States the Yankee is a 
voracious reader. Anything and every- 
thing that comes to hand is devoured. 
The constant cry is for more and more 
information, particularly if it pertains 
to business. But when it comes to a 
foreign country, unless it is one of 
those all too rare cases where the Yank 
has been there himself, the degree of 
interest shown is painfully small. 


YANKEE PsyCHOLOGY 


Not only is his interest small; but 
Yankee psychology changes instantane- 
ously when he thinks of foreign trade. 
He does not see any necessity for in- 
formation except the name of his for- 
eign prospect and perhaps, a limited 
report on his credit rating, and he is 
vigorously opposed to spending any 
money for it. Instead of recognizing, 
as he does with domestic news, that 
politics, national and industrial finance, 
legislation, and all important develop- 
ments affect his business since they 
affect all business, the Yankee says, 
“So what—give me the name of a 
good distributor or agent in Brazil and 
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I do not care what else happens.” In- 
stead of recognizing that news from 
Argentina (some 7,000 miles from 


New York) is harder to get, and much, , 


much more costly to transmit than sim- 
ilar information from Washington, 
D. C., our Yankee blithely expects to 
get information that may produce a 
$50,000 or $100,000 order for him at 
the customary $1.50 per year. 

Along with his other faults, the 
Yankee refuses to take into considera- 
tion the differences in business stand- 
ards and methods existing in Latin- 
American countries from those in the 
United States. In Latin-America they 
prefer their movies in Spanish or Portu- 
guese. “Entirely unnatural,” says the 
Yankee, they will get them in English, 
or, as a very great concession, with 
sub-titles in Spanish, and like them.” 
Have you ever had the experience of 
watching a “talkie” in a language of 
which you do not know one word? 
Well I have, and you spend your 
whole time trying to “lip read’’ what 
the actors are saying, with the result 
that you stagger away from the theatre 
all worn out and with no idea at all 
as to the nature or outcome of the pic- 
ture. What is the result? Simply that 
the production of moving pictures in 
Spanish is encouraged in Latin-Ameri- 
can countries, and our Yankee has lost 
some more business. 

When buying package goods, the 
Latin-American wants to read the 
labels in order to see what he is get- 
ting for his money. The scattered few 
that read English are in no trouble, but 
the vast majority, who know only Span- 
ish or Portuguese, must buy Yankee 
products relying on a good looking 
label, or else, as he so frequently does, 
buy a competitive article whose pro- 
ducer has adopted the simple procedure 
of printing the labels in his customer's 
language. 


More LIBERAL TERMS OF PAYMENT 
NECESSARY 


One of the most important obstacles 
to increased sales in Latin-America is 
our Yankee’s refusal to grant the trade 
terms to which our southern neighbors 
are accustomed, and which they con- 
tinue to receive from our competitors. 








“Deposit your cash in New York,” says 
the Yank, ‘and I'll ship as soon as 
my manufacturing schedule permits.” 
There is often someone else willing to 
ship immediately, who is only too glad 
to give a reliable customer the payment 
terms his firm has been accustomed to 
for generations. 

Nor should the other side of the 
balance sheet be ignored. Any material 
and permanent increase in our export 
trade to Latin-America necessarily in- 
volves a consideration of how these 
customer countries can pay for the 
goods they buy. Obviously their own 
export trade must produce the where- 
withal or else loans of one kind or an- 
other must cover the deficiency. 

Of late a growing consciousness of 
this need is developing in the United 
States, although it has probably been 
fostered more by an urgent necessity 
to replace sources cut off by the Eu- 
ropean war than because of a recog- 
nition of its relationship to the prob- 
lem of selling more American goods. 
A natural difficulty is that the groups 
interested in selling more American 
products, the export groups, are dis- 
tinct from the groups interested in fo- 
menting purchases abroad, the import 
groups. In the interests of general 
trade, there should be some liason 
between them. 

When it comes to loans as a means 
of increasing trade, the situation is 
complex. The investing public in the 
United States is wary of any and all 
foreign securities, as a result of their 
unfortunate experiences of the last dec- 
ade. Most Latin-American countries 
have defaulted on their foreign debts, 
with few prospects in sight for any im- 
provement. There are some ameliorat- 
ing circumstances. One of these is that, 
in the splendid 20’s when money was 
thrown around with great abandon, at 
least an important part of the sums 
loaned to Latin-American nations was 
practically forced upon them, by being 
offered under conditions they could 
scarcely refuse. Also, with no restric- 
tions placed on the uses to be made of 
the funds, a large part of those moneys 
went for public buildings, parks, beau- 
tifying projects, and the like, all of 
which were non-revenue producing. 
Add to this major difficulty in the way 
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of servicing or repaying the indebted- 
ness, the subsequent depreciation of 
the currency of the borrowing nation, 
and you have a problem for which 
even the realms of higher accountancy 
do not provide a ready solution. 

Brazil is a case in point. With her 
foreign debt originally established in 
gold pounds sterling, the amount to- 
taled 255,000,000. The Brazilian mil- 
reis is now valued at $.0515 U. S. 
currency, which compares with a previ- 
ous par of $.20. And still, when Bra- 
zil recently resumed payments of in- 
terest and amortization on her foreign 
debt, which she scaled down to meet 
the changed conditions, the roar that 
went up from the holders of Brazilian 
securities might have been heard on 
the planet Mars, and without the aid 
of sound detectors. 


‘PRIVATE INITIATIVE MusT SOLVE 
PROBLEM 


It will probably take some consider- 
able time to educate the American in- 
vesting public to a different frame of 
mind, but meanwhile some progress 
has been made in other directions. The 
government, through the mechanism of 
the Export-Import Bank, has definitely 
contributed to certain phases of the 
problem. Other government activities 
or projects, such as the Inter-American 
Bank and the recent cartel plan, may 
also produce some good. Much remains 
to be accomplished, however, and the 
onus for action still rests primarily on 
private initiative. 

Let us examine for a moment what 
has actually happened regarding Amer- 
ican trade with Latin-America during 
the last twelve months. 

The United States was, during a pe- 
tiod of several years prior to 1939, get- 
ting but a small part of Latin-American 
trade. Why ? Because of a combination 
of the factors heretofore enumerated. 

Came the war. Our Yankee began 
to sell more goods down South, prin- 
cipally because of transport and other 
difficulties experienced by Latin-Amer- 
ica in continuing to trade with Europe. 
As the war spread, so did the difficul- 
ties, and our trade continued and still 
continues to increase. 

American business methods are the 
best in the world and they are fine 
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(for the United States) but it is not 
good business to try to force them 
down the throats of foreigners. This is 
particularly true of the Latin-Ameri- 
can, who is an individualist, first, last 
and in between. He has his own way 
of doing business, and, like all buyers, 
must be humored. 

Old man opportunity is again knock- 
ing on our Yankee’s door. He can take 
advantage of it, or he can repeat the 
mistakes made in the post-war period 
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of, World War I. Yankee ingenuity 
and adaptibility are outstanding traits. 
Let us encourage their application to 
our trade problems in Latin-America. 

Is the Latin-American trade worth 
while going after? Decidedly yes. The 
potential field is enormous and the still 
untapped sources of wealth stagger the 
imagination. Here are new frontiers 
for economic expansion and the oppor- 
tunities for well-informed business 
men are boundless. 


Controller Suggests Formula for 
Assessing Excess Profits Tax 


Mr. Raymond E. Brennan, control- 
ler of Portland General Electric Com- 
pany, of Portland, Oregon, a member 
of The Controllers Institute of Amer- 
ica, in a letter to The Institute makes 
some interesting suggestions concern- 
ing a formula for assessing the forth- 
coming excess profits tax. He writes: 


“Since there appears to be consider- 
able difficulty being experienced by 
those endeavoring to establish an equi- 
table approach to the currently obtain- 
ing excess profits tax problem, I wish 
to submit for consideration the follow- 
ing outlined method of calculating and 
assessing that tax insofar as it relates 
to corporations. This method is predi- 
cated on the understanding that the 
subject tax is proposed principally for 
the purpose of assessing excess profits 
earned directly or indirectly as a result 
of the national preparedness program. 


‘1. Determine the average percentage 
of annual return on investment (as 
defined by law) for various types 
of basic industries and businesses. 
Such a determination should be 
made over a truly representative 
period of years, and after the elim- 
ination from net income figures of 
any amounts representing impor- 
tant non-recurring items of income 
and expense. 

“2. Apply the percentage so deter- 
mined to the average investment 
obtaining during the year for 
which the excess profits tax is to 
be calculated. 

“3, Make subject to the excess profits 


tax rates then in effect any amount 
by which the taxable net income 
for that year exceeds the product 
derived from the percentage ap- 
plication referred to in Item No. 
2; at this point, of course, any 
applicable excess profits tax ex- 
emption would be considered. 


“I am mindful of the fact that the 
above suggested method would require 
an involved study of the average ratio 
of corporate earnings to corporate in- 
vestments for numerous types of indus- 
tries and businesses; however, the ag- 
gregate number of such classifications 
could be minimized to a point within 
the confines of practicability. 

“It is my opinion that while this 
proposed method would not be per- 
fectly equitable, it would be much 
more so than the methods which I am 
informed are now being considered by 
the Federal tax authorities, namely: 


“1. Tax to be calculated on the basis 
of the average annual net income 
for a specified three-year period, 
probably 1937, 1938, and 1939; 

. Tax to be calculated on the basis 
of annual net income in excess of 
a fixed percentage of investment, 
such percentage to be identical for 
all corporations; or 

“3. Tax to be calculated on some com- 

bination of the two aforesaid bases. 


nN 


“I am hopeful that this suggestion 
may be the forerunner to numerous 
other expressions of opinion which 
shall eventually crystallize into a fairly 
equitable solution of this problem.” 








Problems Forced on Management by 
Changing Economic Conditions 


The subject given me is very broad 
—in fact, too broad if I were to ac- 
cept it literally—‘Current Problems 
of Management.” 

The problems of management vary 
according to industry, the position of 
the company in the industry, its cap- 
ital structure, its merchandising pol- 
icy and history, its personnel, and 
other variables. Therefore, the prob- 
lems I am going to talk to you about 
may or may not be problems of man- 
agement generally, but are current 
problems in the management of the 
Hood Rubber Company. 

The fundamental problem that I 
see is to keep expenses less than in- 
come. This sounds simple, but it is 
not. It is merely a simple method of 
defining a philosophy or objective of 
the management of a complicated 
and diverse group of operations. It 
is a difficult problem to a large ex- 
tent because of the fact that the ex- 
penses are committed before the in- 
come is received or assured. It is a 
difficult problem because today there 
is so much uncertainty, so much 
change, that there is little of impor- 
tance you can be sure of except what 
has happened. 

You cannot look ahead with much 
certainty and determine your sales 
volume—your prices; you cannot 
estimate accurately your production 
volume, or your costs. You must 
keep expenses within your income. 
You make commitments for your ex- 
penditures before your income is as- 
sured; your volume—costs—prices— 
margins—are subject to influences 
beyond your control, influences diffi- 
cult if not impossible to foresee. 

So where we used to make a plan 
for a year or a season, and then leave 
the operation of that plan to the or- 
ganization, while those concerned 
with general management occupied 
themselves with long-range problems 
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or diversions, today our plan is a 
ruler from which we can measure 
deviations, and those in general man- 
agement have to give their attention 
to current operations so that they can 
be aware of deviations promptly, so 
that they understand the meaning of 
the deviations, and so that they can 
lead their organization in the new 
direction made necessary by the new 
circumstances as they are met. 


BupGETs Must BE SENSITIVE 


The tools needed are budgets, 
standards, and reports, but they must 
be more sensitive than we used to 
need. Changes are more rapid today; 
the time that human nature usually 
needs to adjust itself to new circum- 
stances is not allowed. Adjustments 
have to be made faster and more 
often than we like, so our tools have 
to show deviations more clearly than 
before; they have to force the facts 
on our attention, for if we have to 
dig too much to catch the signifi- 
cance of a deviation, we shall not 
get it soon enough. 

I am not asking for more forecast- 
ing, or better forecasting. We are all 
so inter-dependent that we can not 
forecast our own activities without 
knowing what effect outside influ- 
ences will have on our current trends, 


and there is no accurate source of 
forecasting these outside influences, 
although there are hundreds, perhaps 
thousands of agencies offering to do 
it. Probably never before have there 
been so many services as there are to- 
day—all telling us the trend of busi- 
ness, or commodity, or political ac- 
tivity. From Washington there are 
the columnists and services telling us 
what the legislative and executive de- 
partments probably will and will not 
do, usually reversing themselves sev- 
eral times on various subjects from 
the time of their birth through their 
deliberative life. Practically all of 
these services aspire to become eco- 
nomic advisers as well as political 
forecasters for business, and give us 
their version of business trends from 
time to time. 

Then there are the business maga- 
zines and newspapers with experts 
forecasting economic and _ political 
trends. Many banks issue business 
forecasts, as do brokerage and com- 
modity houses. In addition are the 
private experts—individuals and 
firms—who analyze current activities 
of commodity, business and _ stock 
markets, offering their opinion of 
what this means for the future. And 
finally, there are many corporations 
supporting departments of economic 
and market research who take their 








| 
“A PICTURE 0 of the type of problems that have been forced on | 
managements of business concerns by rapidly changing | 
economic conditions throughout the world is given in this paper 
by the president of the Hood Rubber Company, Mr. C. Lawrence 
Munch, which was presented before the New England Control of 
“The Controllers Institute of America’’ at a meeting held April 
16, 1940. This was before the big drive of the German army had 
been launched, but the problems Mr. 
merely been intensified by later developments. 
Mr. Munch has been connected with the Hood Rubber Com- 
pany for more than twenty years. He is a director of the Associ- 
ated Industries of Massachusetts. 


Munch describes have 


—The Editor 
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fing at business forecasting. I would 
feel no loss if these were all elimi- 
nated, because the best of them have 
been wrong enough times so that it 
is always a gamble as to whether they 
are right or wrong—and usually on 
an important turn, if they foresee it 
at all, they hedge so they are right 
either way. 


SLOWER MOVING TRENDS DISAPPEAR 


The fact that tney exist, however, 
indicates the widespread character of 
the problem I have described. The 
increase of governmental regulation 
of business—the effect of world-wide 
political activities on business—have 
come on us so suddenly and in such 
volume that our old yardsticks have 
had to be discarded. The slower- 
moving trends to which it was rela- 
tively easy to adjust a business are a 
thing of the past and I hope a pos- 
sibility for the future—but are no 
part of the present. The experience 
we have had to date with this new 
condition makes it seem futile to 
look to forecasting for much help— 
but rather we need standards which 
will show us deviations promptly 
and accurately and indicate to us 
where and when and to what extent 
adjustments of our operation are 
necessary. 

It is the inclination of the average 
business man to solve any income 
problems through price adjustments. 
We all wish this were possible now, 
and most of us believe that if it were 
not for some one or more of our dumb 
competitors proper prices could be 
obtained and our results be what 
they ought to be. But if you have a 
mass production factory, the price at 
which you can obtain mass distribu- 
tion seems to be just a few cents 
lower than what you need for com- 
fortable operation. We have a buy- 
er’s market—not a close relationship 
—but with the power strongly in the 
buyer’s favor. (This was in April, 
1940. Ed.) The importance of price 
is overwhelming. 

Though there are many examples 
to prove this, one of the clearest is 
the modern Big Bear type of store or 
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super-market. For the few cents sav- 
ing offered by this type of operation 
people have traveled several miles 
to do their purchasing and have 
thereby increased the amount of mer- 
chandise they could consume on their 
income, or have increased the variety 
of products they could purchase. 
Even established low-price chains 
like the Atlantic & Pacific and First 
National Stores have found it neces- 
sary to make large new investments 
and eliminate previously successful 
stores in favor of super-markets, to 
offer their trade the few cents saving 
that this type of operation affords, in 
order to hold their business. 

An executive of one of the chains 
told me that as their price on a 
staple commodity of food goes down 
or up, their sales in units vary almost 
exactly in inverse ratio. That is, 
when potatoes are $1.00, they sell al- 
most twice as many pounds as when 
the price is $2.00. 


PRICE SOMETIMES MusT 
BE KNOWN First 


Pricing is always important, but 
where in a seller's market it can be 
done easily once you know your 
costs, when you are in a buyer’s mar- 
ket somehow or other you have to 
know your price first, and then your 
costs are used to show you what you 
are going to do about it. A few years 
ago where the chief executive used 
to make or approve the formula 
from which prices were figured, you 
will find today he is more and more 
personally determining the prices of 
key items in the line. It is often too 
important and too difficult a prob- 
lem to delegate. 

If your price is more than the 
market will accept, not only will you 
feel it in loss of volume, but a fric- 
tion will develop right through your 
organization that will reduce your 
efficiency and increase your costs 
more than the reduction of volume 
alone would cause. If your price is 
right you obtain the reverse in an 
increase of efficiency and economy of 
operation beyond what you would 
expect from the volume. 
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This condition has enhanced the 
importance of cost estimating. We 
need more accurate and more de- 
tailed costs because our margins are 
closer and we must know immedi- 
ately after we set a price what our 
gross is going to be on present costs. 
So often the gross is not satisfactory, 
to give us the excess of income over 
expense that we need, and since we 
can not correct this by adjusting the 
prices we have to do it by adjusting 
our operating costs. This can not be 
done intelligently without good cost 
accounting, which tells us quickly 
how much our margins are deficient 
and where our elements of cost are. 


LEAN ON ACCOUNTING FOR 
SOLUTIONS 


You probably have noticed that 
the problems I have discussed lean 
on accounting for their solution. 
This was not because out of a great 
group of problems I selected those 
that fell into a field where your ac- 
tivities were important; it happened 
accidentally that these problems 
forced themselves out as among the 
most important with which I am 
dealing today. It goes to show the 
importance of accounting to manage- 
ment. Of course no business of any 
size can get along without it. It 
shows that there is need for change 
in some of our old methods of re- 
ports, budgets, and the like. I never 
expect that the controller's depart- 
ment can solve these problems of 
general management, and I believe 
that whether you ever could, cer- 
tainly today you can not run a busi- 
ness from figures. On the other hand, 
we never needed figures more than 
we do today. The chief executives 
never had to follow detail closer than 
they do today, so the figures must be 
simpler, their meaning must be 
clearer and quicker, so that the devia- 
tion from planned results is appar- 
ent without too much effort on their 
part. 

A problem we have today where 
accounting does not enter the picture 
is that concerning raw materials. 
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Our two major commodities are rub- 
ber and cotton, both susceptible to 
the influence of the war. Rubber 
comes mainly from English and 
Dutch possessions in the Far East, 
and the production and shipment has 
for some years been subject to quota 
control from a Regulations Commit- 
tee set up in London. Prior to the 
adoption of this restriction plan in 
which the Dutch, English and 
French cooperate, there was an Eng- 
lish plan under the Stevenson Act 
during which rubber went up to 
$1.20 a pound; then it collapsed and 
the price went down to 3¢ a pound. 
Under this present plan, it went up 
to 27¢ in 1937, down to 10¢ in 1938, 
and back up to 16¢ in 1939 prior to 
the war—quite a volatile price his- 
tory for a commodity that makes up 
an important part of our product. 

The objective of this restriction 
plan is to stabilize the price within a 
range of two or three cents at a 
profitable level for the plantations by 
limiting the quantities that can be 
shipped to an amount approximating 
the consumption. So far, they have 
accomplished only part of their ob- 
jective and have not accomplished 
stability. 





THE RUBBER PICTURE 


At the outbreak of the war the 
price jumped to 25¢ for spot deliv- 
ery, then gradually drifted back to 
21-22¢, and then to where it is now 
(April, 1940)—about 1814¢. The 
problems brought about by war are 
various. First: we buy in Sterling, 
and because of depreciation of this 
currency, the price should have gone 
down 3-4¢. Second: there is no ap- 
parent shortage of supply, so only 
restriction and shortage of shipping 
can avoid a surplus over consump- 
tion. Third: There is a risk of sink- 
ing which has raised insurance rates, 
and there is danger following the 
old routes through the Suez Canal, 
so the boats come around the Cape 
of Good Hope, lengthening the time 
of the trip and raising freight rates. 
The increased cost of insurance and 
freight is about 114¢ a pound—not 
so much as the reduction should have 
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been through depreciation of Ster- 
ling. Fourth: The mother countries 
have imposed taxes on the sellers of 
rubber to increase their revenues for 
war purposes. Fifth: Many of the 
boats formerly in this service have 
been taken to Europe for war use 
and supplanted by older, less efficient 
ships, mostly Norwegian and Danish, 
which now, perhaps, are nominally 
German. Sixth: The English allow 
selling from their colonies only 
through controlled Sterling  ex- 
change. Seventh: The dealers have 
stopped guaranteeing delivery to our 
ports and now guarantee shipment 
only, and we are not able even to get 
notification when the ship leaves. 
Eighth: The Japanese menace from 
their rumored desire to gain control 
of the colonies in the East. 

You might say quickly that the 
only answer to this problem is to buy 
large supplies ahead. But is that the 
thing to do? First of all, we are not 
talking about a single product—we 
use about eighteen different grades 
or forms of rubber. Second, you have 
to carry a minimum of three months’ 
supply to cover shipping time, in- 
cluding ordinary delays. Third, our 
product is highly seasonable, so that 
in smoothing out production, it is 
not unusual for us to have six 
months’ finished product on hand. 
Fourth, the cost of rubber is a sub- 
stantial part of our total cost. And 
Fifth, history has shown the possibil- 
ity of a drop in price of 50 per cent. 
or more if the war should stop. 

It is idle to assume we shall have 
advance notice of the end of the war 
that will allow us to liquidate our 
materials at a profit. It is idle also 
for us to assume that in our pricing 
we shall be able to disregard any 
substantial reductions in the costs of 
our commodities, or any curtailment 
in volume that might and probably 
will come at the same time. Here 
again if you could depend on ac- 
curate forecasting of events, your 
problem would be simple; but again, 
forecasting is too undependable a 
tool on which to rely. In our opin- 
ion, there is only one course to fol- 
low: to control all inventories, com- 
mitments, raw materials, process— 


finished goods down to a minimum 
consistent with efficient operation. If 
costs go up we will miss the chance 
of being under the market, a possible 
speculative profit, but we can afford 
that and probably can recover in 
price any substantial increase in com- 
modity costs. If costs go down, we 
will hold our losses to a minimum. 
We shall get on the market ahead of 
Of as soon as our competitors; and if 
our volume shrinks at the same time, 
we shall not have to curtail our pro- 
duction more radically than sales 
while excessive inventories are being 
liquidated. 

I have discussed rather sketchily 
three of the current problems of 
management—all different, but with 
similar characteristics. They are 
problems brought about by today’s 
economic and political conditions. 
They seem to me typical of the new 
problems that have been forced upon 
us in recent years. For the time be- 
ing at least, the old order has 
changed, and much as we may dislike 
it and rebel against it, we are faced 
with unstable, unpredictable condi- 
tions and have to run our business 
accordingly on a cautious, close-range 
basis. 


New Head for Employment 
Service Division 


Martin F. Carpenter, a World War 
veteran and former president of the In- 
ternational Association of Public Em- 
ployment Services, has been appointed 
chief of the Social Security Board’s Em- 
ployment Service Division, Bureau of 
Employment Security. Mr. Carpenter, a 
native of Somerville, Massachusetts, suc- 
ceeds Byron Mitchell, who has been on 
leave of absence from his post as Director 
of the Texas State Employment Service. 

As head of the Employment Service 
Division, Mr. Carpenter will be adminis- 
tratively responsible for the activities of 
the Employment Service in recruiting 
labor required for the National Defense 
Program and for coordination of the Em- 
ployment Service with the training pro- 
grams now being developed in connec- 
tion with national defense. 

Mr. Carpenter is a graduate of Wes- 
leyan University. After serving as a sec- 
ond lieutenant in the Aviation Corps 
during the World War, Mr. Carpenter 
entered the employment service field. 
From 1934 to 1939, he served as Director 
of the Indiana State Employment Service. 
He is a member of the American Legion. 
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ANNUAL MEETING DATES, SEPT. 23, 24, 25 








This Year’s Will Be a War Meeting 


of Controllers 


Pressing Defense and Economic Problems Uppermost as 
Financial Executives Plan Program 


It will be distinctly a war time 
meeting of controllers which The 
Controllers Institute of America will 
conduct on September 23-25, at the 
Waldorf-Astoria Hotel, New York 
City, as the Ninth Annual Meeting 
of The Institute. 

Drastic changes in methods of do- 
ing business are being wrought al- 
most over night. In some instances 
the type of a business concern 
changes completely, both as to prod- 
uct and method of manufacturing it. 
Sources of supply are changed, cur- 
tailed, or cut off completely. The 
price situation becomes chaotic. 

The burden of absorbing the 
shock of these changes in any com- 
pany falls on the controller, who is 
now beset with a series of new prob- 
lems. The various sessions of this 
coming Annual Meeting are being 
planned to produce the greatest 
amount of specific information that 
can be crowded into a meeting last- 
ing three days. 

The committee in charge of ar- 
tangements, of which Mr. Thomas 
W. Dinlocker is chairman, realizes 
that if a controller is to be of real 
assistance to his management he 
must be fully informed as to the eco- 
nomic consequences of the European 
war, of the changed conditions on 
which South American trade are 
based, and of the war defense pro- 
gram of the United States, partic- 
ularly with respect to the effects of 
the heavy burden of taxation which 
is entailed. 


The committee believes that a con- 
troller should be thoroughly ac- 
quainted not only with what has hap- 
pened in Europe and at home, but 
also as to what may happen. He 
should be the first to warn his man- 
agement of the coming effects on a 
particular business of a set of condi- 
tions or a situation which is develop- 
ing but has not as yet taken form. 
The program of the annual meeting 
is being drafted with the thought 
that as much practical information as 
possible be elicited, and superim- 
posed on a comprehensive picture of 
economic changes and trends. 

Acceptances so far received, and 
the program as it stands at this writ- 
ing, are: 

E. S. LA ROSE 
Controller, Bausch & Lomb Optical 
Company 


“BUSINESS FORECASTING UNDER 
PRESENT CONDITIONS” 


MAXWELL E. MCDOWELL 
Standard Oil Company, 
(New Jersey) 

“THE EXCESS PROFITS TAX, 


AMORTIZATION, FEDERAL 
TAXATION” 


It is expected that the subject, 
“Taxation of Sales in Interstate Com- 
merce” also will be discussed in the 
light of recent developments. 


PROFESSOR J. ANTON DE HAAS 


Harvard University Graduate School 
of Business Administration 


281 


Professor of International 
Relationships 


“THE ECONOMIC SITUATION 
ABROAD” 


“The Economic Situation at Home” 

An authority on this subject has 
been invited to take a place on the 
program. 


“General Financial Problems Con- 
fronting Industry and the Relation 
of Taxes Thereto” 

An authority on this subject has 
been invited to take a place on the 
program. 


PANEL DISCUSSION 


A Broad Review of the Economic 
and Financial Problems, To Be Par- 
ticipated in by Representatives of: 

Government : Speaker tobeannounced 

Labor: Mr. Mathew Woll, Ameri- 
can Federation of Labor 

Business: Speaker to be announced 

Consumer (public): Dr. Paul H. 
Nystrom, Professor of Marketing, Co- 
lumbia University. 


“WHAT INDUSTRY EXPECTS 
OF THE CONTROLLER” 
Tentative subject of dinner ad- 
dress by 
MR. W. L. BATT 
President, S K F Industries, Inc. 


(Please turn to page 300) 
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Brief Items from Here 


and There of | 








Amendment of Twenty-Day Waiting 
Period Seems Assured 


The Securities and Exchange Commis- 
sion and representatives of the National 
Association of Securities Dealers, Inc. 
and the Investment Bankers Association 
of America, have agreed on the princi- 
ples of an amendment to that section of 
the Securities Act of 1933 which provides 
for the 20-day waiting period, to be 
sought at this session of Congress. The 
details are being worked out and will 
be submitted to Congress as soon as pos- 
sible. 


Treasury Issues Warning Concerning 
Inclusion of Tax in Retail Prices 


The Bureau of Internal Revenue has 
had its attention called to the fact that in 
certain instances dealers in articles sub- 
ject to the internal revenue taxes have 
raised the prices of these products to con- 
sumers in amounts considerably in excess 
of the defense taxes imposed by the Rev- 
enue Act of 1940. The Bureau has re- 
ceived reports that a number of such deal- 
ers have represented to their customers 
that such increases in prices are due 
solely to the imposition of the defense 
taxes, according to a recently issued state- 
ment. 

The Commissioner of Internal Revenue 
issued a warning that under section 3325 
of the Internal Revenue Code, whoever 
in connection with the sale or lease, or 
offer for sale or lease, of any article, or 
for the purpose of making such sale or 
lease, makes any statement, written or 
oral, intended or calculated to lead any 
person to believe that any part of the 
price at which such article is sold or 
leased, or offered for sale or lease, con- 
sists of a tax imposed under the author- 
ity of the United States, or ascribing a 
particular part of such price to a tax 
imposed under the authority of the United 
States, knowing that such statement is 
false or that the tax is not so great as the 
portion of such price ascribed to such 
tax, shall be guilty of a misdemeanor and 
upon conviction thereof shall be pun- 
ished by a fine of not more than $1,000 or 
by imprisonment not exceeding one year, 


or both. 


Public Accountants Publish Booklet, 
“Accounting and Your Pocketbook” 


The American Institute of Accountants 
has published a sixteen page booklet, 
“Accounting and Your Pocketbook,” in 
an effort to inform the public about the 





ANNUAL MEETING OF 
CONTROLLERS 


Attendance is more important | 
than ever this year, because of the 
many problems that the war de- | 
fense program is presenting. Com- 
pany presidents are invited. 











services rendered by certified public ac- 
countants, and the kind of men they are. 

The pamphlet, prepared with the co- 
operation of the committee on public in- 
formation of the American Institute, has 
been written for the layman. Technical 
phrases and details have been kept to a 
minimum. Copies will be provided with- 
out charge, upon request. 


Small Increase in Inventories 
During June’s Advance 

The June advance in manufacturing ac- 
tivities took place without a large rise in 
inventories, Secretary of Commerce Harry 
L. Hopkins announced on July 28, on the 
basis of preliminary returns in the De- 
partment’s new monthly Industry Survey 
covering manufacturers’ inventories, or- 
ders, and shipments. Secretary Hopkins 
pointed out that the current advance 
therefore rests on a firmer base than that 
of last fall when the rise in production 
was accompanied by large scale inventory 
accumulation. 

Inventories actually declined in June 
for manufacturing as a whole by about 
0.3 per cent., he says. Omitting the auto- 
motive industry, which normally reduces 
stocks as the end of the model year ap- 
proaches, there was a small increase in 
inventories amounting to less than 1/4 of 
1 per cent. 

New orders received by manufacturers 
recorded the sharpest rise of the year to 
date, advancing by about 13 per cent. 
over the May volume, which had been 
the largest of the year up to that time. 
Better than average increases were re- 
corded in the durable goods lines, but 
substantial gains were also reported for 
most non-durable goods industries. The 
few declines reported were generally 
seasonal in character. 


Jerome N. Frank Reelected 
Chairman of SEC 
Jerome N. Frank was unanimously re- 
elected chairman of the Securities and Ex- 
change Commission for the fiscal year 
ending June 30, 1941. The election took 


place early in July. Mr. Frank was ap. 
pointed a member of the Commission by 
President Roosevelt on December 20, 
1937, to fill the unexpired term of James 
M. Landis, and was elected chairman in 
June, 1939. 


SEC Issues New Rule 
Exempting Sales to REA 


The Securities and Exchange Commis- 
sion announces adoption of a new rule un- 
der the Holding Company Act to exempt 
the issue and sale of securities to the Rural 
Electrification Administration. The new 
rule exempts a public utility subsidiary 
of a registered holding company from 
the obligations imposed by the Act if it 
issues and sells to the REA securities in 
an amount not exceeding in any one cal- 
endar year 2 per cent. of its outstanding 
funded indebtedness, plus its capital and 
surplus accounts as of the end of the 
prior calendar year. The pledge of any 
collateral for such securities and the re- 
demption or retirement of securities is- 
sues or sold to the REA also are exempt. 
The new rule is designated Rule U-3D-14, 
and becomes effective immediately. 


F. A. Ulmer Writes on 


““Cancerous Taxation” 


In the May issue of “Monsanto Maga- 
zine” Mr. Fred A. Ulmer, treasurer of 
Monsanto Chemical Company, and a 
member of the Tax Committee of The 
Controllers Institute of America, writes 
most interestingly on hidden taxes. The 
article has the title “Cancerous Taxation.” 
Mr. Ulmer makes the story of taxation 
interesting and intelligible by reducing 
a maze of figures to certain definite taxes 
such as those levied on the necessities of 
our modern life. Some illuminating ex- 
cerpts from Mr. Ulmer’s article are as 
follows: 

“Tax experts and business analysts tell 
us that nearly 70 per cent. of all taxes 
collected in these United States find their 
way into the price of the things we buy.” 

“In 1938 the cost of our government 
exceeded the total earnings of all the 
people west of the Mississippi. A careful 
analysis of the hidden tax burden dis- 
closes that a large proportion of all taxa- 
tion comes out of the pockets of the great 
middle and low income class of consum- 
ers. If all the income of people earning 
over $5,000 a year should be confiscated 
by government, it would be barely half 
enough to meet present needs of govern- 
ment.” 
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In order to understand more clearly 
the picture presented by the hidden taxes 
of today, the formidable figures presented 
by the business analysts are interpreted 
by illustrating them with people pur- 
chasing the necessities and some of the 
luxuries of life. On the pages immediately 
following his article, there are shown in 
pictures the Monsanto folk of Nitro, 
West Virginia, purchasing goods in their 
home community and paying their share 
of hidden taxes buried in everyday es- 
sentials. 


Variety Chain Volume at New High, 
Harvard Report Indicates 

Variety chain store sales and profits in 
1939 were higher than in 1938 accord- 
ing to a study released in July by the 
Harvard Bureau of Business Research. 
With an increase in sales of between 4 
per cent. and 5 per cent., there was an in- 
crease in gross margin both in dollars 
and in percentage of sales, and a decline 
in the percentage of total expense to 
sales. Hence earnings were also improved 
in comparison to those recorded in 1938. 
For 47 reporting chains, accounting for 
more than 90 per cent. of the estimated 
total volume for variety chains in the 
United States, net profit on merchandising 
operations averaged 3.74 per cent. of 
sales, and final net earnings before income 
taxes and dividends amounted to 6.85 
per cent. of sales, or 13.60 per cent. of 
net worth. 

Detailed operating data are presented 
in tabular form, accompanied by supple- 
mentary comments by Miss Elizabeth A. 
Burnham. The report, made in coopera- 
tion with the Limited Price Variety 
Stores Association, is entitled “Expenses 
and Profits of Limited Price Variety 
Chains in 1939” and constitutes the tenth 
in a series of annual studies made by the 
Bureau in this field. 


Another Volume of SEC Decisions 
and Reports Available 


The Securities and Exchange Commis- 
sion announces that Volume 5, Part 1 of 
its “Decisions and Reports,” containing 
findings and opinions and reports from 
June 1, 1939 to July 31, 1939, has been 
printed. This volume contains 70 findings 
and opinions, 1 report under Section 11 
of the Public Utility Holding Company 
Act of 1935, and 1 report under Chapter 
X of the Bankruptcy Act. It may be ob- 
tained from the Superintendent of Docu- 
ments, United States Government Print- 
ing Office, Washington, D. C., for 60 





Inquiries Concerning Institute Invited 


The Controllers Institute of Amer- 
ica is a technical, and in a sense a | 
professional organization composed | 
of nearly 1,400 controllers of the 
larger corporations of the United 
States. Membership is open to con- 
trollers, and to those performing the 
duties of a controller as defined by 
The Institute, even though the appli- 
cant may have some other title. In- 
quiries are invited. A description 
of the duties of a controller, as de- 
fined by The Institute, will be sent on 
request. Address, The Controllers 
Institute of America, One East Forty- 
second Street, New York City. 











cents. No copies are available for free 
distribution. 


Thomas L. Evans Writes on 
“Standard Costs” 

An article by Mr. Thomas L. Evans, 
controller and assistant secretary, Weston 
Electrical Instrument Corporation, New- 
ark, New Jersey, and a member of The 
Controllers Institute of America, on 
“Standard Costs and Their Application,” 
appears in “Executives Service Bulletin” 
July, 1940, issue. In part, Mr. Evans 
writes: 

“In our opinion no attempt should be 
made to install a standard-cost pian with- 
out having provided coordination with 
cost-accounting controls which tie in with 
the general accounting system. To accom- 
plish this we established factory account- 
ing-control numbers through account 
classifications that clearly designate the 
purpose of the different operating ac- 
counts. 

“In our factory, manufacturing over 
600 items of electrical measuring instru- 
ments and employing 1,400 people, the 
word ‘standard’ is not used in accordance 
with its exact meaning. The standard- 
cost system is not itself standardized in 
its procedure, but may vary to suit a 
particular business. Our own system of- 
fers these advantages: 

“1. It facilitates the measurements of 

manufacturing efficiency; 

“2. It simplifies cost records for ac- 
counting and cost purposes; 

“3. It provides cost data for account- 
ing and administrative purposes 
more promptly than would be pos- 
sible by the use of individual job 


costs. 


“Our standard-cost system employs the 
principle of both a composite-cost and 
job-order system, owing to the diversity 
in our manufacturing processes and the 
kind of materials used. 

“The practical operation of our stand- 
ard-cost method is best measured by the 
reconciliation of our physical inventory 
values at the end of the year with the 
general ledger inventories control ac- 
counts. For the past two years the re- 
conciliation adjustment between the value 
of the physical inventories and the gen- 
eral ledger inventories control accounts 
has been less than 14 of one per cent. of 
the cost of sales turnover for the year.” 


“Monsanto Magazine” Wins First 
Award in National Competition 

“Monsanto Magazine,” published by 
Monsanto Chemical Company, St. Louis, 
won first award for internal publications 
in the recent national contest sponsored 
by the House Magazine Institute of 
America. The judges were: Typography, 
Lucian Bernhard, famous type face de- 
signer; general reader appeal, Eric 
Hodgins, publisher of “Fortune”; lay- 
out and design, T. M. Cleland, typog- 
rapher and designer of ‘Fortune,” 
“Newsweek,” and Scribner’s magazines; 
choice and use of photographs, R. I. 
Nesmith, contributor to national picture 
magazines and head of R. I. Nesmith and 
Associates; editorial content, Burton Ras- 
coe, editor and author. 

The appearance and contents of com- 
pany magazines are coming in for much 
attention and close study these days. They 
are, in many cases, no longer “house 
organs.” 





MEMORANDUM ON EXCESS 
PROFITS TAX PREPARED 


As this issue of THE CONTROL- 
LER goes to press, the Committee 
on Cooperation with the Treasury 
Department, of The Controllers 
Institute of America, is preparing 
a memorandum concerning the 
proposed excess profits tax meas- 
ure, for presentation to the com- 
mittees of Congress which have 
the bill in charge, during the hear- 
ings in Washington. The memo- 
randum includes a comprehensive 
set of recommendations. 





























IT TAKES THE MYSTERY OUT OF CONTROLLERSHIP— 


It Clears Up Uncertainties and Vague Thinking 
As to What Controllership Is— 


THIS NEW BOOK 


‘“Controllership: Its Functions and Technique”’ 
Cloth—144 pp. 


JUST PUBLISHED BY CONTROLLERS INSTITUTE OF AMERICA 


The Author: JoHN H. MAcDoNALp 


Of National Broadcasting Company. A Member of The Controllers Institute of America. A 
Member of Its National Board of Directors, Chairman of Its Committee on Education. Author 
of “Office Management” and “Practical Budget Procedure.” 


The First Book of Its Kind In This Field 


For controllers; for members of their staffs; for bankers, business executives, cor- | 
porate directors and attorneys; for university instructors and their students; for 
public accountants and important members of their staffs; for all whose work 
touches on that of the controller. 





| 


The Section Headings: 
WHAT IS CONTROLLERSHIP? RELATIONS OF CONTROLLERS WITH 
FUNCTIONS OF THE CONTROLLER suit tees ee ~eege ie i ails 
RELATIONS BETWEEN CONTROLLERS AND POLICIES AND MANAGEMENT ' 


PUBLIC ACCOUNTANTS CONTROLLERS’ REPORTS AND THEIR 
INTERPRETATION 

This book brings together for the first time information as to what controllership is, what a controller 
does, what tools he works with, what his relations are with public accountants, and with governmental 
bodies; his part in the formulation of company policies, and in management; his interpretative function; 
and what reports he makes and in what form. 

It is but natural that The Controllers Institute of America should have this information, and that it 
should be the agency to make it available to the business public. The importance of controllership has 
been expanding so rapidly in many directions that there are few, other than those actually engaged in it, 
who know all about it, or are acquainted with all its ramifications and growth. 


One Copy of This Book Goes Without Charge to All Members of The Controllers Institute of America 
as of August 31, 1940 


Price to All Others, $2, plus postage (8 cents) 


REMITTANCE SHOULD ACCOMPANY ORDER. USE THIS BLANK. 


CONTROLLERS INSTITUTE OF AMERICA 
One East Forty-second Street 
New York City 
Enclosed find $....... . 5 a(checkmoneyvorder)ifor. .2522.6-5 5.5 copies of “Controllership, Its Functions 
and Technique” for delivery on publication (August 20). 
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In developing from colonial crafts- 
manship to a highly mechanized in- 
dustrial system, American business has 
passed through three more or less 
clearly defined eras and is now enter- 
ing upon the threshold of the fourth. 
Until the latter part of the nineteenth 
century America was a large sprawl- 
ing nation, lacking adequate communi- 
cation and transportation facilities for 
the efficient operation of big business. 
During this period most enterprises 
were local in nature and the executive 
head was concerned primarily with 
setting up and expanding his produc- 
tive facilities. Since the business was 
small and closely knit the boss, his 
employees, and his customers were all 
neighbors, and business had a personal 
touch. This was the production period. 

With the advent of modern me- 
chanical methods the time soon came 
when manufacturing facilities could 
produce more than could be consumed 
in the local region. Transportation and 
communication facilities had expanded 
and business moved into the merger 
and finance period. 

This trend received great impetus 
from the World War when produc- 
tion machinery was stepped up enor- 
mously. During this expansion period 
more and more people were employed 
by industry. Proprietorships became 
partnerships, and partnerships became 
great corporations. With the advent of 
diversified ownership the personal 
touch faded, and sometimes became 
lost entirely. 

The success of the previous two 
periods, together with the collapse of 
the European markets after the war, 
brought about the third, or merchan- 
dising era. Huge plants and improved 
production facilities were useless un- 
less mew customers could be found. 
Mass selling, sales promotion, sales- 
manship, advertising, installment sell- 
ing, merchandising—became the pro- 
motional symbol of the age. 

James P. Selvage, public relations 
director of the National Association of 
Manufacturers, says: “During these 


Security and the Balance Sheet 


By Edward J. Green 


first three periods businessmen assumed 
that their job was to produce goods. 
They were too busy building an indus- 
trial civilization to have time to bother 
with acquainting the public with their 
aims, ideals, and accomplishments. 
That was the accepted philosophy of 
the time. And they did not do so badly 
in their building. 

“The economic maladjustment of 
the early 1930's, together with the so- 
cial movements that grew out of the 
depression, have emphasized more and 
more the social and political implica- 
tions of business. Business leaders have 
gradually come to the point of realiz- 
ing that business not only must do a 
good job but must sell itself as doing 
it! The business executive of the 1940's 
will be called upon to apply the cre- 
ative genius hitherto applied to ma- 
chinery, materials, finance, and metr- 
chandising, to a new field of business 
endeavor—to people.” 


A NEw ERA OF PERSONNEL AND 
PuBLIC RELATIONS 


American business has entered a 
new era, an era of personnel and pub- 
lic relations. 

Success under today’s competitive con- 
ditions demands increased efficiency, 
greater employee loyalty, and im- 
proved public relations. More than 
500 leading business firms have found 
from practical experience that equi- 





O companies which are giv- 
ing thought to introduction of 
profit-sharing, pension, or retire- | 
ment plans, the information pre- | 
sented by MR. GREEN in this pa- 
per will be of considerable value. 
Mr. GREEN is vice-president of 
McCready Pension Engineers, Inc., } 
of Indianapolis. He presented this 
paper before the Indianapolis Con- 
trol of THE CONTROLLERS IN- | 
STITUTE OF AMERICA on Septem- 
ber 28, 1939. 
—THE EDITOR. 














table profit sharing plans and sound, 
attractive retirement programs will 
aid directly in accomplishing these ob- 
jectives. Because of the success that 
has been achieved many other execu- 
tives are giving the matter considera- 
tion at the present time. 

Every person is faced with a dou- 
ble problem—to build up a cash re- 
serve for such emergencies as unem- 
ployment, disability, or premature 
death; and to provide a dependable 
life-long income that will take the place 
of salary or wages when our earning 
days are gone. Figures show that less 
than five people out of one hundred 
are able to reach these goals. 

The problem is not so much one of 
making money as of keeping it. Every- 
one who has worked has had money, 
but most of the trouble is caused by 
overconfidence, lack of preparation, 
or failure to adopt a proper plan. 


ADVANTAGES OF ADEQUATE 
RETIREMENT PLAN 


During the last session of Congress 
a Senate Finance Subcommittee made 
an exhaustive study of this problem 
and came to the conclusion that the 
most practical solution was through 
the establishment of a profit sharing 
retirement fund. Some of the advan- 
tages that can be obtained through the 
operation of an adequate retirement 
plan are listed below: 


1. Provides Incentive for Employees 
to Work Harder 
When the employees realize that 
part of the profits are going to them, 
they are anxious to make the business 
successful. 


2. Stabilizes Reduces 


Turnover 


Employment, 


When employees are assured future 
security, other employment is less at- 
tractive. 


3. Stimulates Among Em- 
ployees 
A contributory plan builds cash re-~ 


(Please turn to page 295) 


Thrift 











286 


The Controller, August, 1940 


Charge Cost of Special Pensions to 
“General Administrative Expense’ 


The type of work that is being done 
by the Committee on Technical Infor- 
mation and Research, of THE CON- 
TROLLERS INSTITUTE OF AMERICA, 75 
illustrated by the letter of inquiry pub- 
lished below, and by the reply which 
was sent to the inquirer by the Chaitr- 
man of the Committee, MR. Roy S. 
HoLpEN, of Public Service Company 
of Northern Illinois. The report to the 
inquirer : 

“On April 30, 1940, you addressed 
a letter to The Controllers Institute of 
America, which was referred to the 
Committee on Technical Information 
and Research. 


THE INQUIRY 


“You stated that you did not have 
an established pension plan but that 
in certain cases pensions were volun- 
tarily paid to retired employees who 
had reached the age of sixty-five years. 
You asked the following questions: 

“1, Should these pensions be charged 
against an expense account in the 
factory, engineering, sales or ad- 
ministrative classification; or 

**2. Should they be charged solely to an 
administrative account regardless 
of where the employee worked; or 

“3, Should they be shown under non- 
operating expenses? 


“You explained that: ‘A argues that 
if you had an established pension plan 
you certainly would allocate the pen- 
sion cost against the proper expense 
account. B argues that while A’s argu- 
ment might be sound while the em- 
ployee is still working, when he ceases 
to work it should no longer be charged 
against an operating expense account 
but should be charged to either an ad- 
ministrative expense account or a non- 
operating expense account.’ 

“A sufficient number of replies have 
now been received from members of 
the Committee to enable me to make a 
reply to the questions which you raised. 

CHARGE GENERAL ADMINISTRATIVE 
EXPENSE 


“The largest number of replies 
either favors or suggests charging gen- 





eral administrative expenses. Certain 
quotations from these replies will be of 
interest: 


“*The fact that each case is treated in- 
dividually suggests that the reasons for 
payment of the pensions are related to the 
general welfare of the company; if so, a 
general charge seems more appropriate. 
It seems there is also a practical consid- 
eration that would indicate the desirabil- 
ity of charging these to a general account. 
I do not know the conditions of the par- 
ticular plant to which your question re- 
lates, but in our plant we have had em- 
ployees reach the retirement age in a 
department in which they have worked but 
a short time, whereas the major portion 
of their activities with the company had 
been devoted to departments that are now 
discontinued or else have been greatly de- 
creased in size and importance. If it 
should be argued that the present pay- 
ment of pensions, not provided for 
through an adequate accrual, should be 
charged against the department in which 
the employee works, we would now find 
ourselves in the ridiculous position of 
having costs charged to plant departments 
no longer existing. 

“If the pensions are considered to be 
something earned during the length of 
service of the employee, but not provided 
for in the accounts, then the choice of 
charge should be between a general ad- 
ministrative account and a direct charge 
to earned surplus. In fact, the latter 
charge would seem to be logical. If the 
pension was earned during the employee’s 
useful life in the company but was not 
accrued, the profits of the company have 
been overstated and the amount which 
should have been accrued now rests in the 
earned surplus account, or else the direc- 
tors in their lack of knowledge of the true 
situation have disbursed or lost that which 
accrued.’ 


“*The annual cost ... is charged to 
administrative expenses, but I would not 
quarrel with anyone who made the charge 
to non-operating expenses.’ 

% e+ 2 

“We did not have a formal pension 
plan until about two years ago, although 
we did have quite a number of people re- 
ceiving pensions. The cost of these pen- 
sions was charged to a separate “Pension” 
account as an operating expense in our 
general and administrative expense clas- 
sification. 

““", . we believe that where a formal 
plan has been adopted that the current 








cost of carrying out the plan is an operat- 
ing expense, discretionary as to whether 
spread to departments or treated as a gen- 
eral expense.’ 
* * £ & * 

. . my personal preference would 
be to have all such payments charged into 
a single account in the administrative 
classification where the total could readily 
be watched by a responsible officer of the 
company.’ 


eee 


*& ¢ &  & 


“* . . it is my opinion and it is the 
practice of my company to charge all pen- 
sion payments to an account in the admin- 
istration expense group. Since payments 
of this character are determined by exec- 
utive policies and are generally quite be- 
yond the control of any department head, 
I can not see how such expenses can prop- 
erly be classified as a part of the partic- 
ular department in which the employee 
worked during his active employment.’ 

* 4 @ & 8 


eee 


. the payment would be similar 
to a donation and in my opinion should 
be charged to an administrative expense 
account regardless of where the employee 


worked,’ 
* * & & & 


“* |. the inclusion of this expense in 
the departmental accounts would make it 
difficult to determine the true efficiency of 
the department. . . .’” 

* *¢ &¢ & & 

“It seems to me that the most impor- 
tant function of the accounting depart- 
ment is to present a report on the respon- 
sibility basis, charging each individual 
with those things for which he is person- 
ally responsible. Under this plan, pen- 
sioners’ expense should be charged not to 
the foreman in the department, who had 
absolutely nothing to do with the estab- 
lishing of the pensions, age limit, or any- 
thing else, but should be charged to the 
individual making this decision—if the 
president, then the administrative ex- 
pense; if it is a decision established by 
the board of directors, then it should be 
charged to their expense grouping.’ 


OPPOSED TO CHARGING OPERATING 
EXPENSE 


“In a few replies reasoning is pre- 
sented against charging operating ex- 
penses of any nature including admin- 
istrative expenses. The following 
quotations are very interesting: 


“*My view point is that pensions 
should unquestionably be charged to non- 
operating expenses. My reasons for this 
decision are as follows: 

“1, The pensioner is no longer in the 
employ of the organization, therefore 
there is no reason why the charges should 
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Executives, familiar with the re- 
markable speed, Controlled-Key 
accuracy, and substantial economy 
of the Comptometer, have asked us 
how we found room for so many 
real improvements in the new Model 
M with the Cushioned-Touch. 

The answer is in greater speed ... 
greater quiet ... greater ease of op- 
eration... and smproved appearance. 
Which, added to the fundamental 
Comptometer advantages, mean 
greater ‘““Comptometer Economy”! 

To learn how the new Model M 
Comptometer, and modern Compt- 
ometer methods, can save time and 
money in the handling of your figure 
work, telephone your local Compt- 
ometer office for a demonstration in 
your office, on your work... or 
write direct to Felt & Tarrant Mfg. 
Co.,1734 N. Paulina St., Chicago, Ill. 


COMPTOMETER 
Reg. U. S. Pat. Off. 
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be made to the particular department in 
which he was formerly employed. He 
does not contribute in any way to produc- 
tion of the organization, therefore this 
should not be included in the cost of pro- 
duction. 

**2. Neither should these pensions be 
charged to an administrative account be- 
cause he is no longer with the organiza- 
tion and has no part in the administration 
of the organization. 

‘***3. These charges are in reality a non- 
operating expense, as it is optional with 
the employer whether this employee 
should be pensioned and it is only per- 
haps because of meritorious service that 
these pensions are granted; therefore, they 
are truly a non-operating expense. 

““T agree with “A” that if an organ- 
ization had an established pension plan 
and a certain amount was set aside to take 
care of employees upon reaching the age 
of 65, then these charges should be 
charged to the cost of the particular de- 
partment in which he is employed. I do 
not think that in this case it would be an 
administrative expense unless the em- 
ployee was in an administrative depart- 
ment.’ 

**To me the question can be reduced to 
its essentials by considering what position 
the manufacturer would take if his busi- 
ness was the “Marginal Producer” in the 
industry. Obviously, if his costs were so 
high that he could just break even in a 
competitive market, he would not have 
any money left out of which to pay pen- 
sions and none would be granted. It fol- 
lows that these pensions are the setting 
aside of a portion of operating profits and 
not an operating cost.’ 


Mt Be 
* %* 


“In my opinion, irrespective of 
whether the employee is in factory, engi- 
neering, sales or administrative depart- 
ment, the pension cost should not be dis- 
tributed to the different departments, but 
should be charged to non-operating ex- 
penses. In our case this is Other Income 
and Deductions. 

“ “However, this would not be the pro- 
cedure if the company had an established 
pension plan. In that case the depart- 
ments in which the retired employee 
worked would have to provide for this 
pension cost in their budgeted expenses 
and the monthly payments would be so 


distributed.’ 
* oe ok ok * 


FAVOR CHARGING DEPARTMENTAL 
OPERATIONS 


“In a very few replies argument is 
given for charging departmental oper- 
ating expenses. Plausible support of 
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this idea is ably presented in the letter 
which is quoted below: 


“ ‘Answering the question in your let- 
ter of May 31 regarding the advisability 
of charging pension costs to operating ex- 
penses, I am of the opinion that in the 
example cited, “A” has the stronger argu- 
ment. I think we must all agree that if a 
company has an actuarily sound Pension 
Plan in operation, then the cost of that 
plan should be prorated to the various 
departmental expenses. The mere fact 
that a company does not provide for such 
pensions in advance of their payment 
should not give to such company the ad- 
vantage of a lower operating cost, as both 
of these companies would probably ex- 





pend the same amount over a period of 
years. 

“Formerly it might have been argued 
that a company which paid pensions only 
at their own election as the workers 
reached retirement age, or as a matter of 
sentiment, that such pensions represented 
a charitable instinct toward old employees 
and costs would then be properly charge- 
able to administrative expense or charged 
to operations of a prior period. 

“Currently, however, pension costs, 
especially since the enactment of the So- 
cial Security Act, are generally recognized 
as a normal cost of doing business in the 
same manner that other insurance is pro- 
vided for and charged to operating 
costs.’ ” 


Methods of Regularizing Employ- 
ment Used by Various Companies 


Dr. Emerson P. Schmidt, associate 
professor of economics, University of 
Minnesota, outlined various methods 
of regularizing employment, with a 
view to stabilizing employment for the 
benefit of labor and also reducing the 
unemployment taxes of the employer, 
in an address to the members of the 
Twin Cities Control, of The Control- 
lers Institute of America, on May 7. 

Dr. Schmidt pointed out that the 
European problems result largely from 
unemployment, and while we are a 
decade behind development of those 
conditions in Europe, unless immediate 
steps are taken to solve the problems 
here the same conditions will exist 
here as in Europe. He further pointed 
out that in Minnesota next year the 
minimum unemployment tax rate will 
be 4 per cent., and the maximum 314 
per cent., based upon merit or experi- 
ence rating. 

Unions and Social Security Boards, 
he said, have been to a great degree 
against the merit rating plan, which is 
a mistake, he believes, because ulti- 
mately this works for the benefit of 
labor. 

He cited Wisconsin, where the law 
was put into effect in 1934, payments 
began in 1935, and benefits became 
effective in 1936. In a survey through- 
out Wisconsin he found the employ- 
ers were very well informed, that they 
had taken definite steps to stabilize 
their employment, and that through 


these means had saved themselves 
large amounts in taxes and created a 
better working condition from the 
standpoint of the employee. 

Dr. Schmidt stated that a program 
of education was being carried on, 
and that this was being financed by 
Jay Hormel of Austin, Minnesota, 
through the auspices of the American 
Legion National Unemployment Com- 
mittee. He described how in one case 
an employer had found a condition 
where men were being laid off in one 
department during the same period 
that men were being hired in other 
departments. By interdepartmental 
switches unemployment, and unem- 
ployment benefits, were eliminated. 

In addition, this employer created a 
“flying squadron” consisting of em- 
ployees who were trained to fit into 
numerous departments, thereby elim- 
inating the necessity of each depart- 
ment separately hiring temporary help. 
He also found temporary help being 
hired for work which was not urgent 
and which could be deferred, and by 
deferring this work sufficient was ac- 
cumulated to pick up slack periods, 
thereby avoiding in the busy seasons 
hiring of temporary help and in the 
poor seasons lay-offs. Dr. Schmidt said 
that this does not apply only to indus- 
trial plants, but to department stores, 
and not only to plants which have a 
general year-round production but to 
seasonal businesses, such as shoe manu- 
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Burroughs makes available to every line of 
business information about new Burroughs 
machines and developments, and their ap- 
s{ plication to current accounting problems. 


Todays. 
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Who in your office is responsible for 
keeping informed about new 
machines, features and applica- 
tions that might save time, effort 
and cost in office work? 


Typical of the savings being made 
by both large and small concerns in 
every line of business are these: 


$125.00 A MONTH SAVED ON COST OF 
KEEPING PAYROLL RECORDS 


A small concern saved $125 a month by 
installing a new Burroughs to write re- 
lated payroll records in one operation. 


AVERAGE ANNUAL SAVING OF $7,455.81 


Analysis of 34 recent installations of new 
Burroughs statistical equipment showed 
that each averaged an annual saving of 
$7,455.81 from an average investment of 
$7,808.82—a 95.5% return on each invest- 
ment in new Burroughs equipment. 


SAVED $118,462.88 IN PURCHASE PRICE 


In buying 754 Burroughs Calculators, one 
concern saved $118,462.88 because the 
Burroughs range of calculators is so com- 
plete that the exact style and size re- 
quired for each desk could be purchased 
—without overbuying! 


Who in your office should keep 
abreast of Burroughs developments 
and their application to current 
problems? Send us his name and 
we will keep him informed of 
new ways to save on office work. 








BURROUGHS ADDING MACHINE COMPANY 
6575 Second Blvd., Detroit, Michigan 


(I should like complete information immediately apply- 


a 





DO Please place the following name on your list to receive 
information about new Burroughs developments. 


Title 


Name. 
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Address_ . wednes = 
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facturers, and the like. In these cases 
by budgeting the annual sales of the 
year, based upon the prior year, and 
periodically making adjustments for 
increases or decreases as sales devel- 
oped, the rush period could be cut 
down and this picked up during the 
slack periods. 

Dr. Schmidt reported that to a 
greater degree than ever both the CIO 
and the AFL are demanding an annual 
wage. He stated that there are three 
kinds of annual wage: 1. The Guar- 
anteed Wage; 2. Loan Plan; 3. Flexi- 
ble Wage. 

McCormick & Company, of Balti- 
more, was cited by Dr. Schmidt. There 
employees of six months’ constant em- 
ployment are guaranteed 48 pay-checks. 
The plan was put into effect in 1932, 
and at the time of his recent survey 
wages had gone up 42 per cent., hours 
had gone down 28 per cent. and yet 
costs were reduced by 12 per cent. He 
pointed out that Proctor & Gamble 
have a similar plan. He stated that 
Segal, Inc., of Chicago, had a plan 
whereby employees were probationary 
until they had accumulated 1,000 work 
hours during the first six months’ pe- 
riod, at which time they became ad- 
vanced employees eligible for benefits, 
such as hospitalization, and the like, 
and after they had accumulated 2,000 
work hours in the first twelve months’ 
period they then came under the final 
group which were guaranteed 52 pay- 
checks, which for the men were based 
upon 40 work hours per week and for 
the women 32 work hours per week. 

Hormel & Company use somewhat 
of a combination, which is predicated 
principally upon the Loan Plan. Dur- 
ing the slack periods employees work 
only the necessary hours required to 
complete the available work, but are 
paid regular pay. But during the busy 
periods they work overtime to absorb 
the advances made through full pay- 
checks for only part work. Dr. Schmidt 
stated that Hormel & Company is now 
using a plan whereby they take the 
gross receipts less the cost of goods, 
exclusive of salaries, and the balance 
is distributed 80 per cent. to labor and 
20 per cent. to capital. The company 
is now working out a new formula. 
Dr. Schmidt stated that about 20 com- 
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panies have adopted this plan, and 
cited the fact that a machine shop in 
Rochester where it would appear difh- 
cult to adapt the plan to their prob- 
lem, had made it practical by cutting 
from a 40-hour week to a 37-hour 
basic week. 

Dr. Schmidt reported that Mr. 
Nunn, of the Nunn-Bush Shoe Com- 
pany, had worked out a plan, and was 
somewhat of a pioneer in this field. 
Under this plan labor shares a per- 
centage of the sales. This percentage 
has run, over a period of ten years, of 
from 19 per cent. to 21 per cent., and 
over the 10-year period the actual aver- 
age is 19.4 per cent. of the sales dollar 
paid to labor. Under this plan a draw- 





ing account is set up against 20 per 
cent. of the sales. If, after a period of 
production, this amount is determined 
to be too great, a cut is made; if bal- 
ances accumulate wages automatically 
increase. There is never a problem be. 
tween management and labor as to 
wage increases or wage cuts. This be- 
comes automatic and thereby eliminates 
many labor problems experienced by 
other firms. To get the full benefit it 
would be necessary to spread this plan 
to the other companies which do busi- 
ness with this company, so that the 
cost of their raw materials, and the 
like, would be stabilized in a manner 
similar to the stabilization in the man- 
ufacture of the finished product. 
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WEALTH OF MATERIAL IN 
“THE CONTROLLER” 


To the Editor: 

Of course, I have known that THE 
CONTROLLER, since its inception, has con- 
tained a great deal of fine material, but 
it never dawned on me until I was read- 
ing the manuscript for the new book, 
“Controllership: Its Functions and Tech- 
nique,” that a wealth of material has 
been published in the issues of “The 
Controller.” I think it would be very 
beneficial to the membership of the Insti- 
tute if this fact were brought to their 
attention. 

The wealth of material is so great that 
the answer to practically every controller- 
ship problem is contained therein. It is, in 
my opinion, the nucleus for a very high- 
class reference library on  controllership 
practices. 

Oscar N. LINDHAL, 
Universal Atlas Cement Company, 
President, Controllers Institute 
of America 


PUBLISHING COUNSEL APPRAISES 
OUR EDITORIAL POLICY 
To the Editor: 

Although in the publishing business for 
many years this is the first time I have had 
the privilege of seeing a copy of your pub- 
lication, THE CONTROLLER, I came to the 
immediate conclusion that your editorial 
policy is based on an effort to raise the 
ethical standards of business through the 
introduction of standard practices and the 
recognition of the personal responsibility 
of individuals for the production of fac- 
tual information and records for both pri- 
vate and public examination and review. 





There is a definite trend in this direction, 
aided by regulatory legislation, and any- 
thing accomplished in this field will serve 
as a good example for another where it 
is badly needed—that is government itself. 

No one capable of independent thought 
and judgment can deny that there are dan- 
gerous implications in a situation where 
extravagance and waste are in direct pro- 
portion to the amount of the funds being 
handled. There is terrific competition going 
on now to develop plans for increasing the 
social responsibilities of governmert. As 
an historical trend this is sound policy, but 
it is bound to break down when little or 
no consideration is being given to a sound 
plan for financing the development. Liqui- 
dation of the situation is inevitable, the 
only question remaining being the form it 
is going to take. 

Of course the principal source of trou- 
ble closely parallels the very thing which 
is being corrected in private industry. In 
other words, with the aid of statutory limi- 
tations and restrictions, those making the 
appropriations are able to prevent an accu- 
rate accounting for disbursements. How- 
ever, there the similarity ends, for good, 
bad or indifferent government is self-per- 
petuating, while private enterprise, if it is 
to continue, must be successful. And as that 
success depends on the opinion and de: 
cisions of the directors or business man- 
agers, it is quite obvious that ultimately it 
is based in large measure on accurate and 
reliable information which can reach them 
only through a controller. 


CHARLES M. Norton, 
Publishing Counsel, 
New York, New York 





AM! 
twe? 
the 

brin, 
June 


Pi 
of 1 


pertc 


eC. 
The 
lan 
WILL 
Isth 
Cit 
GEOR! 
Hav 
Frai 
HENR 
M. 


ter. 


FRANK 
Con 
Yor 


ALFRE 
Inte 
City 

WILL 
Sylv 
icks] 

ROBER 
The 


CEcIL 
Irvir 
Worc 
The 
FARNU 
Onei 
LAURE: 
Pitts 
burg 
PEARCE 
Repu 








20 per 
riod of 
rmined 
if bal- 
atically 
em be- 
as to 
his be- 
ninates 
ced by 
nefit it 
is plan 
0 busi- 
iat the 
id the 
nanner 
e man- 





irection, 
rd any- 
Il serve 
yhere it 
t itself. 
thought 
ire dan- 

where 
ect pro- 
ls being 
n going 
sing the 
mt. As 
icy, but 
little or 
a sound 
. Liqui- 
ble, the 
form it 


of trou- 
which 
try. In 
ry limi- 
ing the 
Nn accu- 

How- 
r good, 
self-pet- 
if it is 
| as that 
and de- 
ss man- 
ately it 
ate and 
ch them 


N, 
I, 
York 








New Members Elected to Controllers 





Institute in One Year = 223 


THE CONTROLLERS INSTITUTE OF 
AMERICA added two hundred and 
twenty-three members to its roster in 
the period August, 1939-June, 1940, 
bringing its membership at the end of 
June, 1940, to 1,379. 


Presented alphabetically, the names 
of the members elected during the 
period indicated, in the past year, are: 


E. A. ANDERSON 
Belk Brothers, Charlotte, North Carolina. 


J. C. ANDERSON 
Standard Oil Company (New Jersey), 
New York City. 

FreD P. AUSTIN, JR. 
Brown & Sharpe Manufacturing Com- 
pany, Providence. 


C. C. BARRETT 
The Cowles Detergent Company, Cleve- 
land. 


WILLIAM G. BECKER 
Isthmian Steamship Company, New York 
City. 

GrorGE E, BENSON 
Hawaiian Pineapple Company, Ltd., San 
Francisco. 

HENRY A. BEYER 
M. J. Whittall Associates, Inc., Worces- 
ter. 


FRANK J. BISCHOFF 
Consolidated Edison Company of New 
York, Inc., New York City. 


ALFRED J. BLASCO 
Interstate Securities 
City, Missouri. 


Witt1am G. Bon 
Sylvania Industrial Corporation, Freder- 
icksburg, Virginia. 


Company, Kansas 


ROBERT R. BOOTH 
The Associated Press, New York City. 


Ceci. W. BoRTON 

Irving Trust Company, New York City. 
WorckEstER Bouck 

The Lionel Corporation, New York City. 
FaRNUM J. BOWEN 

Oneida, Ltd., Onedia, New York. 


LAURENCE D. BOWMAN 
Pittsburgh Plate Glass Company, Pitts- 
burgh. 


PEARCE F. BOYER 
Republic Steel Corporation, Cleveland. 


CLAUD BROWN 
International Printing Ink Division—In- 
terchemical Corporation, New York City. 


Harry M. Brown 
Comstock Canning Corporation, Newark, 
New York. 


G. STUART BRUDER 
The Mengel Company, Louisville. 


THEODORE E. BRUNING 
Oxford Paper Company, New York City. 


WILLIAM T. BRUNOT 
Robertshaw Thermostat Company, Young- 
wood, Pennsylvania. 

HERSCHEL L. BURROUGH 
Great Lakes Dredge & Dock Company, 
Chicago. 

CHARLES N. BURTON 
Oswald Jaeger Baking Company, Mil- 
waukee. 

CARL A. BUSE 
The Tool Steel Gear & Pinion Company, 
Cincinnati. 


HowarD J. CAMERON 
Rockwood & Company, Brooklyn. 


WILLIAM G. CARROLL 
Engineering & Research 
Riverdale, Maryland. 

THEODORE L. CHAMPEAU 
Hartford Empire Company, 
Connecticut. 


Corporation, 


Hartford, 


ERLE G. CHRISTIAN 

Cities Service Company, New York City. 
ALFRED B., CIPRIANI 

Blaw-Knox Company, Pittsburgh. 


JosEPH A. CLARKE 
E. R. Squibb & Sons, Brooklyn. 


WILLARD K. CRAIG 
Loew's Inc.—Metro-Goldwyn-Mayer Stu- 
dios, Culver City, California. 


WILLIAM W. CRAPO 
Huron Portland Cement Company, De- 
troit. 


PAUL E. CROCKER 
Pepperell Manufacturing Company, Bos- 
ton. 

GEoRGE A. CupDy 
The Di-Noc Manufacturing Company, 
Cleveland. 

W. T. CoLE 


Ocean Dominion Steamship Corporation, 
New York City. 


THOMAS W. DARBY 
Westinghouse Electric Elevator Company, 
Jersey City. 
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A. S. DANIEL 
Sefton Fibre Can Company, St. Louis. 


ARTHUR W. Davis 
Hurley Machine Company, Cicero, II- 
linois. 


S. L. Davis 
United Gas Pipe Line Company, Shreve- 
port, Louisiana. 

P. A. DELANEY 
The Marine Midland Trust Company, 
New York City. 

FRANK B. DE Mayo 
American Business Credit Corporation, 
New York City. 

WILLIAM F. DICKSON 
United States Steel 
York City. 

W11.BuR G. DICKSON 
Hamilton Manufacturing Company, Two 
Rivers, Wisconsin. 

FRANK R. DINWIDDIE 
The Hewitt Soap Company, Inc., Dayton, 
Ohio. 


GEORGE S. DIVELY 
Harris-Seybold-Potter 
land. 

Hector J. Dowpb 


Certain-teed Products Corporation, New 
York City. 


LEROY DRAKE 
Dr. P. Phillips Company, Inc., Orlando, 
Florida. 


RAYMOND E. DUDENHAVER 
The Selby Salesbook Company, Selby, 
Ohio. 


WILLARD P. DUDLEY 
The Ohio Steel Foundry Company, Lima, 
Ohio. 


EaRL O. DUNLAP 
Metropolitan Life Insurance Company, 
New York City. 

HAROLD A. DWYER 
American Oil & Supply Company, New- 
ark, New Jersey. 


Corporation, New 


Company, Cleve- 


LyMAN L. DYER 
Lone Star Gas System, Dallas, Texas. 


CHARLES E. EBLE 
Consolidated Edison Company of New 
York, Inc., New York City. 

ROLLIN E. ECKE 
Farmers Automobile Inter-Insurance Ex- 
change, Los Angeles. 

S. J. EDENHOLM 
Riggs Optical Company, Inc., San Fran- 
cisco. 

T. M. ELIASON 
Atlas Powder 
Delaware. 


Company, Wilmington, 
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EDWIN W. FARRELL 
Ansbacher-Siegle Corporation, Rosebank, 
Staten Island, New York. 

FRANK FEIGENBAUM 
The American News 
York City. 

CHARLES H. FIsH 
McIntire, Magee & Brown Company, 
Philadelphia. 

JAMES FLEMING 
United States Steel Corporation, New 
York City. 

JosEPH T. FOERTH 
The Bassick Company, Bridgeport, Con- 
necticut. 

EDWARD L. FORTIN 
The Selas Company, Philadelphia. 

A. P. Fox 
Lincoln Engineering Company, St. Louis. 

MorTON P. FRANCIS 
Economy Grocery Stores 
Boston. 


Company, New 


Corporation, 


W. Brooks GEORGE 
Larus & Brother Company, Inc., Rich- 
mond, Virginia. 

HERMAN R. GINSBURG 
Crown Cork International Corporation, 
Jersey City. 

THOMAS K. GLOVER 
Lock Joint Pipe Company, Ampere, New 
Jersey. 

HENRY F. GOLL 
Prest-O-Lite Storage Battery Corporation, 
Indianapolis. 

C. W. Gray-LEwIs 
Sigmund Eisner Company, Red Bank, 
New Jersey. 

J. D. Grayson 
Bellows & Company, Inc., New York 
City. 

F. A. GREENWOOD 
Interstate Hosiery Mills, Inc., Lansdale, 
Pennsylvania. 

G. J. GRIKSHELL 
Addressograph-Multigraph Corporation, 
Euclid, Ohio. 

PAUL Gross, JR. 

Railway Express Agency, Inc., Chicago. 

AucGust D. GROTE 
Illinois Bell Telephone Company, Chi- 
cago. 


L. H. HAMMERSTROM 
Continental Illinois National Bank and 
Trust Company of Chicago, Chicago. 
EDWARD J. HANLEY 
Allegheny Ludlum Steel 
Breckenridge, Pennsylvania. 
VERNARD D. HANNA 
Wolverine Tube Company, Detroit. 
JOHN P. HANSON 
Rockefeller Center, Inc., New York City. 
ARTHUR C. HARRAGIN 
Lone Star Cement 
York City. 
Davin H. HARSHAW 
John B. Stetson Company, Philadelphia. 
EuGENE P. HEILES 
Surface Combustion Corporation, Toledo. 
LAURENCE G. HILLs 
R. C. A. Communications, 
York City. 
DALE R. HoDGEs 
Diamond Chain & Manufacturing Com- 
pany, Indianapolis. 
WILLIAM C. HoGuE 
Eberhard Faber Pencil Company, Brook- 
lyn. 


Corporation, 


New 


Corporation, 


Inc., New 
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HENRY R. HOLMGREN 
The Pullman Company, Chicago. 
J. F. Horn 
The Heil Company, Milwaukee. 
GEORGE L. Horst 
Central Greyhound Lines, Inc., Cleveland. 
ERLING J. HOCKSTAD 
Fruehauf Trailer Company, Detroit. 
GEORGE F. NEILL HUTCHINGS 
Tennessee Coal, Iron & Railroad Com- 
pany, Birmingham, Ala. 


WILLIAM J. JACQUETTE 
White Tower Management Corporation, 
Pittsburgh. 
D. S. JEPPSON 
Lane-Wells Company, Los Angeles. 
FRED P. JOHNSON 
Marathon Paper Mills Company, Roths- 
child, Wisconsin. 
Davip A. JONES 
Stanley G. Flagg & Company, Inc., Phila- 
delphia. 
FRANK D. JONES 
The Superior Oil Company, Houston. 
W. LEROY JORDAN 
Rochester Products Division—General 
Motors Corporation, Rochester. 
WILLIAM F. JOYCE 
Chicago Athletic Association, Chicago. 


WALTER H. Kamp 
Bristol-Myers Company, Hillside, New 
Jersey. 
GEORGE D. KASTEN 
Mills Novelty Company, Chicago. 
GARRETT E. KAUFFMAN 
The National Supply Company, 
burgh. 
CHARLES R. KEOGH 
American National Bank at Indianapolis, 
Indianapolis. 
MorTON J. KERNER 
Francis Keil & Son, Inc., New York City. 
JOHN A. KILGOUR 
Savings Investment & Trust Company, 
East Orange, New Jersey. 
MARVIN W. KIMBRO 
General Foods Corporation, New York 
City. 
ALFRED W. KIRBY 
Simmons Hardware Company, St. Louis. 
EmIL F. KLEIN 
Casco Products Corporation, Bridgeport, 
Connecticut. 
JoHN H. KLuG 
American National Bank and Trust Com- 
pany of Chicago, Chicago. 
CHARLES E. KOHLHEPP 
Wisconsin Public Service Corporation, 
Milwaukee. 
Davip KRELL 
Thomson & McKinnon, New York City. 
HAROLD S. KUHNS 
The Haloid Company, Rochester, New 
York. 


Pitts- 


GERALD J. LAFFERTY, SR. 
Sealed Power Corporation, Muskegon, 
Michigan. 

WILLIAM T. LAKE 
Keystone Portland 
Philadelphia. 

RUSSEL C. LAKIN 
Great Lakes Engineering Works, River 
Rouge, Michigan. 


Cement Company, 








JOHN A. LANE 
Armour & Company, Chicago. 
JOHN A. LAWLER 


Republic Creosoting Company, Indianap. 


olis. 

CLARENCE H. LICHTFELDT 
First Wisconsin National 
waukee. 

G. W. LISHAWA 


Master Tire & Rubber Corporation, Find- 


lay, Ohio. 
RAYMOND G. LOCHIEL 

Pennsylvania-Central 

tion, Pittsburgh. 
CHARLES C. LOONEY 


Airlines 


Harris Trust and Savings Bank, Chicago, 


R. J. LowE 
F. N. Burt Company, Inc., Buffalo. 
ALVIN F. LUNDBERG 


United-Carr Fastner Corporation, Cam- 


bridge, Massachusetts. 
JOHN R. LYMAN 

Fouke Fur Company, St. Louis. 
WILLIAM M. Lyons 


Rock of Ages Corporation, Barre, Ver- 


mont. 


F. H. MAAG 
The H. K. Ferguson Company, Cleveland. 
J. KuRT MAHRDT 
The Indiana National Bank, Indianapolis, 
J. G. MAIONE 
Strohmeyer & Arpe Company, New York 
City. 
CHARLES D. MARSH 
James McCreery & Company, New York 
City. 
WALTER P. MARSHALL 
Postal Telegraph-Cable Company, New 
York City. 
EARL G. MASON 
The Herman Nelson Corporation, Moline, 
Illinois. 
GEORGE N. MAUGER 
The Dime Savings Bank of Brooklyn, 
Brooklyn. 
PETER H. May 
Maryland Casualty Company, Baltimore. 
JAMES J. MCAULEY 
The Kroger Grocery & Baking Company, 
Cincinnati. 
W. J. McCoy 
Southern Counties Gas Company of Cali- 
fornia, Los Angeles. 
KIRK MCFARLIN 
Wood Newspaper Machinery Corpora- 
tion, Plainfield, New Jersey. 
Louis R. MENAGH 
The Prudential Life Insurance Company 
of America, Newark, New Jersey. 
WILLIAM L. MEYER 
Gaylord Container Corporation, St. Louis. 
R. W. MICHENER 
Sword Steamship Line, Inc., New York 
City. 
RUSSELL MIDDLETON 
Texas Textile Mills, Dallas. 
W. C. MILLER 
Industrial Rayon Corporation, Cleveland. 
Jesse T. MILLs 
Loew’s Inc., New York City. 
WEIR MITCHELL 
R. M. Hollingshead Corporation, Cam- 
den, New Jersey. 
JOHN P. MOLL 
Apex Motor Fuel Company, Chicago. 
JoHN H. Moore 
Marshall-Wells Company, Duluth. 


Bank, Mil- 


Corpora- 





HaR¢ 


May’ 
Sk 
SOU 

WILI 
Th 


PAUL 
Un 
WILL 
Jok 
Inc 
FosTE 
Rai 
Ass 
Dwic 
We 


THEO! 
The 
Tor 

DAVID 
Fire 
Prov 

JAMES 

The 

Cin 

J. Ma 

Wes 

Illin 

ALAN 

The 

Yor! 

HAROI 

The 

ming 

Kart ] 

Pott 

Mal« 

E. M. - 

Bow 

ALBER’ 

Merr 

of th 

HuGH 

Gene 

City. 








dianap- 


, Mil- 


1, Find- 


orpora- 


thicago. 
e 


, Cam- 


e, Ver- 


-veland. 
napolis. 


w York 


w York 


y, New 


Moline, 


rooklyn, 


Itimore. 


ompany, 
of Cali- 
Corpora 
ompany 
y. 


t. Louis. 


w York 


leveland. 


n, Cam- 


cago. 








E. V. MORAVA 
Mills Automatic Merchandising Corpora- 
tion, Long Island City. 

FRANK B. MorGAN 
Title Guarantee and Trust Company, 
New York City. 

RALPH L. MorGAN 
Southeastern Indiana Power Company, 
Rushville, Indiana. 

M. B. Morton 
Colgate-Palmolive-Peet Company, Jersey 
City. 

C. J. MULHOLLAND 
Central Ohio Light & Power Company, 
Findlay, Ohio. 

JaMES A. MURRAY 
The Interstate Company, Chicago. 

JAMES B. MuRRAY 
The Amalgamated Bank of New York, 
New York City. 

R. F. MURRAY 
Swift & Company, Chicago. 


HAROLD E. NELSON 
General Timber Service, Inc., St. Paul. 
MAYBEN P. NEwBy 
Skelly Oil Company, Kansas City, Mis- 
sour. 
WILLIAM H. NICHOLAS 
The Master Electric Company, Dayton. 


PAUL OBERKOTTER 
United Parcel Service, Philadelphia. 
WILLis P. OBERLIN 
John Wood Manufacturing Company, 
Inc., Chicago. 
FosTER OLDSHUE 
Railroadmen’s Federal Savings and Loan 
Association, Indianapolis. 
DWIGHT ORR 
Weyerhaeuser Timber Company, Tacoma. 


THEODORE B, PATCHEN 
The Fitzgerald Manufacturing Company, 
Torrington, Connecticut. 
Davip W. PATTERSON 
Fireman’s Mutual Insurance Company, 
Providence. 
JAMES N. PENDERY 
The Fifth Third Union Trust Company, 
Cincinnati. 
J. MAYNARD PETERSON. 
Western Cartridge Company, East Alton, 
Illinois. 
ALAN E. PHIN 
The Babcock & Wilcox Company, New 
York City. 
HAROLD PITTIS 
The Mentholatum Company, Inc., Wil- 
mington, Delaware. 
Kart M. PLACE 
Potter Drug & Chemical Corporation, 
Malden, Massachusetts. 
E. M. PRATT 
Bower Roller Bearing Company, Detroit. 
ALBERT W. PRICE 
Memphis Light, Gas & Water Division 
of the City of Memphis, Memphis. 
HuGH H. PRIcE 
pare Ceramics Company, New York 
ity. 


RoBERT J. REGAN 
Union Stock Yards Company of Omaha 
(Limited), South Omaha, Nebraska. 
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J. C. RITCHIE 
Kaufman Department Stores, Inc., Pitts- 
burgh. 
LEONARD ROBERTS 
Fred Meyer, Inc., Portland, Oregon. 
BERNARD S. RODEY, JR. 
Consolidated Edison Company of New 
York, Inc., New York City. 
WILLIAM H. S. ROGERS 
American Optical Company, Southbridge, 
Massachusetts. 
SIDNEY ROSSITER 
Oilstocks Limited, Jersey City. 
JOHN B. Roys 
Greenfield Tap & Die 
Greenfield, Massachusetts. 
JAMES A. RUSSELL 
The Northern Trust Company, Chicago. 


Corporation, 


D. E. SADLER 
The Cleveland-Cliffs 
Cleveland. 

F. J. SCHLATTER 
Kingston Products Corporation, Kokomo, 
Indiana. 

A. W. SCHUBERT 
Emery Industries, Inc., Cincinnati. 

Otro SCHULER 
Nathan Schweitzer Company, Inc., New 
York City. 

GusTAV J. SCHULTZ 
Merck & Company, Rahway, New Jersey. 

GEORGE A. SCHWANINGER 
Mergenthaler Linotype Company, Brook- 
lyn. 

E. C. SCHWIER 
Indianapolis Water Company, Indianap- 
olis. 

D. W. SEELY 
The Crowell-Collier Publishing Com- 
pany, Springfield, Ohio. 

E. A. SEFFING 
The Cleveland Tractor Company, Cleve- 
land. 

R. J. SEVER 
P. R. Mallory & Company, Inc., Indian- 
apolis. 

JOHN H. SIcks 
Interstate Cotton Oil Refining Company, 
Sherman, Texas. 

WILLIAM SILLBEREYSEN 
The Prudential Life Insurance Company 
of America, Newark, New Jersey. 

E. N. SIMMONS 
Southern California Gas Company, Los 
Angeles. 

HAROLD SIPE 
Third National Bank & Trust Company, 
Dayton. 

Louls S. Sisto 
United Fruit Company, Boston. 

CHARLES L. SNYDER 
Pittsburgh Coal Company, Pittsburgh. 

NELSON L. SOMERS 
D. Appleton-Century 
New York City. 

O. J. SPAULDING 
The Kansas Flour Mills Corporation, 
Kansas City, Missouri. 

JosEPH T. SPECHT 
Vassar Company, Chicago. 

C. M. SPINNING 
United States Rubber Company, Los An- 
geles Plant, Los Angeles. 

DEAN C. STEELE 
The Utility Management 

Wilmington, Delaware. 


Iron Company, 


Company, Inc., 


Corporation, 
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J. D. STIETENRETH 
Mississippi Power & Light Company, 
Jackson, Mississippi. 

D. ADDISON STILES 


Glenwood Range Company, Taunton, 
Massachusetts. 
Harris H. STODDARD 

General Railway Signal Company, 


Rochester, New York. 

M. G. STRATTON 
Compo Shoe Machinery Corporation, 
Boston. 

GEORGE L. STRINGER 
International Silver Company, Meriden, 
Connecticut. 

CLARENCE P. SULLIVAN 
Fostoria Glass Company, Moundsville, 
West Virginia. 

RHopEs D. SWINBURNE 
Wheeling Steel Corporation, Wheeling, 
West Virginia. 

GEORGE O. SWEZEY 
Nestle’s Milk Products, Inc., New York 
City. 


E. M. THOMAS 
The Chesapeake & Ohio Railway Com- 
pany, Cleveland. 
F. M. THUDSON 
Hotel Waldorf-Astoria Corporation, New 
York City. 
GEorGE E. TOERGE 
Blaw-Knox Company, Pittsburgh. 
ARMAND J. TOUSSAINT 
United Cigar-Whelan Stores Corporation, 
New York City. 
N. V. TRULY 
Humble Pipe Line Company, Houston. 


FRANK L. UHLING 
The P. H. Davis Tailoring Company, 
Cincinnati. 


MiLo L. VOIGHT 
The Permutit Company, New York City. 


STEPHEN G. WALTON 
Fred F. French Investing Company, Inc., 
New York City. 
WILLIAM F. WEBB 
Textileather Corporation, Toledo. 
GEORGE T. WELCH 
Vassar College, Poughkeepsie, New York. 
R. H. WELLINGTON 
The California Ink Company, San Fran- 
Cisco. 
ALBERT J. WIELAND 
Tilo Roofing Company, Inc., Stratford, 
Connecticut. 
RopbERIC M. WILDER 
Pass & Seymour, Inc., Syracuse. 
CHARLES E. WILLARD 
Pettibone Mulliken Corporation, Chicago. 
WALTER H. WINTER 
The Symington-Gould Corporation, Gould 
Coupler Works, Depew, New York. 
JOHN WOHNSIEDLER 
Union Bag & Paper Corporation, New 
York City. 
ROWLAND G. WRIGHT 
Meredith Publishing Company, 
Moines. 
HAROLD W. WURSTER 
Murray Corporation of America, Detroit. 
RAMON WYER 
Canada Dry Ginger Ale, Inc., New York 
City. 


Des 
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Above are a few of the booklets prepared by the Commercial Research 
Department of the International Business Machines Corporation 


TO AID BUSINESS PROGRESS 


To develop more effective means of serving all panies, manufacturers, insurance companies, and many other 
forms of business, the International program of prog- forms of business, as well as federal, state, county and 
ress calls for constant study and research. municipal governments. 


International representatives fully realize that every 
individual business presents an individual manage- 
ment problem—there is no one panacea for all. In 
the World Headquarters Building, therefore, a special 


department, known as the Commercial Research De- 
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partment, is continually working toward the improve- 
ment of accounting and statistical methods and ma- 


chines. 


This department is working in cooperation with 





banks and trust companies, utility companies, oil com- 


A section of the Commercial Research Department, International Business Machines 
panies, wholesalers, retailers, transportation com- World Headquarters Building, New York. N. Y. 


INTERNATIONAL BUSINESS MACHINES CORPORATIOR 


Branch Offices 
IN PRINCIPAL CITIES OF THE WORLD 


World Headquarters Building 
590 MADISON AVENUE, NEW YORK, 
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Security and the Balance Sheet 
(Continued from page 285) 
serves that increase independence and 

self-respect. 


4. Gives Employees Peace of Mind 
and Greater Freedom from Fi- 
nancial Worries 

Such a plan removes fear of depend- 
ence in old age and furnishes addi- 
tional funds in the event of disability 
or unemployment. 


§. Increases Employee’s Good Will 

Naturally, the employees will appre- 
ciate the employer’s recognition and 
generosity. 


6. Increases Good Will of Wife and 
Family 
Minor irritations are sure to arise 
occasionally in any job, but if the 
family is favorable toward the com- 
pany it will greatly improve the em- 
ployee’s mental attitude. 





‘| 7. Increases Loyalty 


Loyalty can not be purchased with 
money, but employees being human, 


‘}react favorably to such tangible evi- 


dence of appreciation of their efforts. 


8. Improves Public Relations 

This is the natural result of greater 
employee loyalty. In addition, the pub- 
lic expects a corporation to take care 
of its aged employees. 


9. Retires Employees at Certain Age 

Profitable concerns already have re- 
serves for old machinery. A pension 
trust is a similar reserve for old work- 
ets that enables them to be retired hu- 
manely when they become inefficient. 
This eliminates the deadwood, keeps 
the personnel young, and provides 
greater opportunities for advancement. 


10. Fulfills Social Obligations 
_ A proper pension trust enables an 
tmployer to make happy the declining 
years of those loyal workers who have 
fontributed long years of service to 
Make the institution a success. 





FUNDAMENTAL PRINCIPLES OF A 
RETIREMENT PROGRAM 


In order to provide a satisfactory 
solution of the retirement problem, 


| 
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it is imperative to adopt a plan that has 
been especially designed to meet the 
existing situation; but there are five 
fundamental factors which are essen- 
tial to the successful operation of any 
program: 


1. The Plan Must Be Actuarially 
Sound 


The operation of an unsound pro- 
gram is frequently worse than none at 
all, because it raises false hopes, de- 
stroys confidence, and fails to solve 
the problem. 


2. The Plan Must Be Practical 

If work is such that employees are 
unfit after 50 or 60, it would be ab- 
surd to designate 70 as the normal re- 
tirement age. The normal retirement 
age might be designated as 65, with 
the right to retire earlier or later on 
an adjusted basis. Contributions from 
the employees should be well within 
their ability to pay. In short, the plan 
should be workable, practical, and sim- 
ple enough to be understood and ap- 
preciated. 


3. It Must Be Flexible 

Tremendous economic and _ social 
changes have occured during the past 
ten years, and it is reasonable to as- 
sume that the changes may be as great 
during the next decade. It is, there- 
fore, of utmost importance to have a 
plan that can be kept abreast of the 
times. 


4. It Must Be Attractive to the Em- 
ployees 

This requires a plan that is fair and 
equitable to all, providing benefits of 
sufficient amount to assure a comfort- 
able retirement income and a proper 
share of the fund in the event of ter- 
mination of service. 


5. The Plan Must Be Profitable Both 
to the Employer and the Em- 
ployees 

This point is of major importance 
because employees will not become en- 
thusiastic about a plan that could per- 
haps be duplicated through their own 
efforts, nor will the employer become 

interested unless he can realize an im- 

mediate return in improved efficiency 

and increased good will that has a 
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greater cash value than the amount of 
money invested. 

Although these five fundamental! 
factors are essential to the success of 
any retirement program, there is wide 
variation in the method of establish- 
ing and operating such plans and in 
the selection of benefit features to be 
included. These can best be deter- 
mined by the particular circumstances 
and the amount of money available. 


TYPES OF RETIREMENT PROGRAMS 


It is difficult to classify retirement 
programs by types because each plan 
should be designed to fit the particular 
requirements of each individual case. 
However, there are two general groups, 
determined by the source of revenue: 
the non-contributory, and the con- 
tributory. 

Under the non-contributory plan the 
employer pays the entire cost. This sys- 
tem of operation has much to be said 
in its behalf: it is the simplest to set 
up and operate; it does not require 
the detailed records that are involved 
when employees share in the cost; and 
the donor has much greater freedom in 
stipulating what benefits are to be in- 
cluded and how it is to operate. On 
the other hand there are certain dis- 
advantages. Since the employees make 
no contribution they are not likely to 
be as well informed about the fea- 
tures of the program and frequently 
lack interest and appreciation; the em- 
ployees usually have a smaller vested 
interest, particularly in the event of 
termination prior to normal retirement 
age; and, of course, the cost is con- 
siderably greater on account of those 
who stay until retirement because the 
corporation contributes the entire 
amount. 

Under the contributory system the 
cost is shared by the employer and the 
employees, sometimes on a fifty-fifty 
basis; but more frequently the em- 
ployees pay a fixed amount according 
to salary and the employer makes up 
the balance. Since the employees are 
making a substantial contribution this 
type has the advantages of somewhat 
lower cost to the employer and usually 
better understanding and greater ap- 
preciation on the part of the em- 








296 


ployees. In some instances, however, 
it is inadvisable to adopt this type 
of program because of the extra de- 
tails involved and the difficulty of mak- 
ing payroll deductions, or because the 
employer wishes to pay the entire cost 
himself. 

After setting forth the two general 
types of retirement programs based on 
sources of revenue, there are four ma- 
jor classifications according to method 
of operation: 


INFORMAL METHOD 


1. The Informal Method is usually 
a hit-or-miss plan. Sometimes it is op- 
erated on a contributory basis, but 
more frequently the employer pays the 
full cost. The employees usually have 
no vested interest in the plan and are 
frequently at the mercy of the manage- 
ment. In most instances no reserves 
are accumulated and where they do 
exist they are often not segregated or 
are carelessly invested. 

Under this plan of operation there 
is no sound relationship between the 
revenue and the promised benefits. As 
a result, such a plan may seem to be 
making satisfactory progress for sev- 
eral years until increasing age and the 
law of averages suddenly overtake it. 
Unfortunately this type appears to be 
the least expensive in the early years 
and by the time serious difficulties are 
confronted, it is sometimes too late 
to rectify the plan, and the entire pro- 
gram fails. 

The continued operation of an in- 
formal plan places an increasingly 
heavy burden on the institution because 
of the constant pressure to keep em- 
ployees on the active payroll after their 
efficiency has diminished. This has a 
tendency to produce two bad effects: 
It increases operating expenses, and it 
discourages younger and more aggres- 
sive employees because the way to pro- 
motion is clogged. It is impossible to 
make definite appraisal of this loss, 
but outstanding research authorities 
assert that it accounts for the failure 
of many old reliable firms. 

It was mentioned above that this 
plan of operation is apparently the 
most imexpensive during the early 
years, but actuarial studies have proved 
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that the ultimate cost will be much 
greater. Then, too, unless there is an 
adequate reserve the continued opera- 
tion of the program and the future se- 
curity of both pensioners and em- 
ployees are always in jeopardy. 


LiFE INSURANCE AND ANNUITY 
PLAN 


The second method of operation is 
by means of individual life insurance 
or annuity contracts. There is usually 
a trustee and a pension manager or a 
pension advisory board. This plan is 
suitable for smaller groups of five to 
fifty employees. It is relatively simple, 
flexible, and provides a high degree of 
safety. In many instances the employer 
matches dollar for dollar with each 
employee. This really amounts to an 
increase in remuneration which is con- 
tingent upon the employee saving a 
similar amount. Where the members 
of the group are all young this works 
out quite satisfactorily, but when there 
are a number of older people involved 
such a method fails to provide ade- 
quate pensions for the older group, 
and consequently the benefits both to 
the company and to the individuals 
are greatly restricted. 

The per capita cost of this plan is 
relatively high, especially if the em- 
ployees are permitted to take the entire 
contract with them in the event of 
termination of service. 

The Group Annuity Method has 
proved very satisfactory in larger cor- 
porations. There is usually a master 
contract between the employer and one 
or more insurance companies that 
underwrite the program and provide 
each participating employee with an 
individual certificate. 

The group annuity plan permits con- 
siderable variation and a sufficiently 
high degree of flexibility to work out 
the details according to the particular 
needs. Sometimes there is a mere 
matching of dollars, but more fre- 
quently the employees pay a fixed 
amount according to salary classifica- 
tion and the employer makes up the 
difference required to pay the prom- 
ised benefits. 

The benefits are sometimes a stipu- 
lated sum per month, or they may be 


a certain rate of return (usually from 
1 per cent. to 2 per cent. of average 
salary) for each year of service. It 
is customary when a plan of this sort 
is installed to give credit for past serv- 
ice at the time the program is placed 
in operation. 


PENSION TRUST METHOD 


The Pension Trust Method operates 
independently as a trust fund. No in- 
dividual contracts are purchased prior 
to retirement, and many plans pay the 
benefits directly from the trust fund 
instead of purchasing annuities. This 
method is no better than its manage- 
ment. If properly operated with capa- 
ble actuarial supervision the plan is 
very satisfactory for larger commercial 
and governmental programs, and is 
frequently used in conjunction with a 
group-annuity or individual contract 
plan to incorporate additional features 
or to provide greater flexibility. 

Such a plan may incorporate a va- 
riety of features; such as retirement 
pensions, profit sharing, termination 
bonus, death, disability, and depend- 
ent’s benefits. In certain instances it 
is advisable to use more than one trust 
fund for the payment of these benefits. 
Great care should be taken not only 
to safeguard the employees’ contribu- 
tions but also to prevent any deteriora- 
tion in the actuarial status of the plan. 

This type of program can be spe- 
cifically designed to fit the situation. It 
is advisable to have each feature stand 
on its own merits and usually there are 
advantages to be gained by segregat- 
ing the various benefits so that a def- 
nite cost allocation can be made. How- 
ever, the greatest flexibility is avail- 
able and it is possible to incorporate 
all of the above mentioned features 
into such a program and thus provide 
profit sharing, retirement, death, and 
disability benefits in a sound mannet. 


FEATURES OF RETIREMENT PLANS 


The previous part of this discussion 
has dealt briefly with the advantages, 
fundamental factors, and various types 
of retirement programs. It is also 
necessary to determine which features 
are most desirable and essential in the 
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operation of a sound and practical 
plan. 


1. ELIGIBLE EMPLOYEES 


As a general rule it is advisable to 
include as many employees as possible 
in such a program, but it may be neces- 
sary to exclude all persons who are 
above fifty-nine years of age, and let 
the employer make provision for these 
people through direct payments if he 
cares to do so. The reason for such 
a restriction is to avoid assuming an 
accrued liability of such size that might 
make the plan financially impossible. 

A second wise provision is a rea- 
sonable waiting period for new em- 
ployees in order to eliminate part- 
time workers and reduce turnover. 
This preliminary waiting period might 
well be from three to twelve months, 
depending upon the particular circum- 
stances. 


2. RETIREMENT AGE 


The matter of establishing the nor- 
mal retirement age has a direct bear- 
ing on the cost of the program. Many 
institutions designate an earlier retire- 
ment age for women than for men, 
but this has certain specific objections: 
in the first place, female employees 
usually receive less compensation than 
male employees, and secondly the cost 
of providing an annuity for a female 
is greater than that for a male because 
their life-expectancy is approximately 
four years longer. For these reasons 
it is considerably more expensive to 
provide an adequate pension for fe- 
male employees if an earlier retirement 
age is designated. 

While it is advisable to establish 
the normal retirement age as early as 
possible in order to obtain the highest 
degree of efficiency, it is necessary 
to make it late enough that the cost 
will not be prohibitive. Age 65 is the 
typical normal retirement age. Having 
established this age it will be possible 
to provide for earlier or later retire- 
ment on an adjusted basis for individ- 
ual cases that may require special treat- 
ment. 
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Anyone, after a few moments practice, can do business figur- 
ing on the Marchant almost as fast as those who are thor- 
oughly accustomed to it. 


The calculating is done automatically and electrically by the 
calculator—not by the operator. For instance, in multiplica- 
tion the operator merely “‘sets up” the amounts to be multi- 
plied. While this is being done, the answer is simultaneously 
being produced. 


And—because of this exceptional simplicity, a Marchant- 
equipped office can be staffed by those of all ’round ability... 
who can perform any number of office tasks—the way to 
promotion for them ... and the way to sustained office 
efficiency for management. 






There is a Marchant size for every need. The 
smallest Marchant occupies desk space of 
6 in. x 10 in., and the largest 11% x 14 in. 
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REVIEWS of Recent Business Publications 


“THE ECONOMICS OF CORPORATE 
ENTERPRISE,” by Norman S. Buchanan. 
Henry Holt and Company. 483 pages. $3.25. 

In these days of economic uncertainty, 
this book should be of particular interest 
to controllers. As the author points out, 
one of the virtues of modern economic 
analysis is that the consequences of any 
change in the economic data can be traced 
through to show their impact upon the 
output, prices, profits, and general behavior 
of the individual firms that compose the 
economic system. And controllers, more 
than anyone else in management perhaps, 
realize the importance of understanding the 
economic foundations of our enterprise sys- 
tem. 

The economic theory of the single enter- 
prise has been developed to a marked de- 
gree in recent years, but the appearance of 
the present volume is the first real attempt 
to apply this body of theory to the corpora- 
tion as the characteristic form of business 
enterprise in the real world. 

“Descriptive material,” the author re- 
marks in his preface, “on how corporations 
are organized, how they raise funds by the 
sale of security contracts, the provisions of 
such contracts, corporate expansion, reor- 
ganization, and the like, is all very well.” 
But unless this material is based on a firm 
foundation of economic theory that forms 
a recognizable and logical body of thought, 
“they are likely to remain unassorted and 
unrelated piles of gaudy and drab ma- 
terials.” 

The emphasis is on the word economics 
in the title. Though the book is intended 
for use as a textbook by university stu- 
dents, it is so written that anyone with an 
elementary knowledge of economics can 
easily understand it. 

The purpose of the book is well stated 
in the first chapter. “Our task,” the author 
says, “is to formulate the underlying prin- 
ciples and logic that are applicable to the 
formation, operation, expansion, reorgani- 
zation, and dissolution of corporate enter- 
prises organized for purposes of private 
profit and carrying on their activities in an 
economic system characterized by produc- 
tion for sale in a market.” This reviewer 
believes the author has accomplished his 
purpose in excellent fashion. 

Divided into three parts devoted to the 
Legal Aspects of Corporate Enterprise, the 
Economic Aspects of Corporate Enterprise, 
and Business Reorganization and Enterprise 
in the Modern Economy, it treats clearly and 
always interestingly the whole theory and 
logic underlying outwardly different forms 
and factual situations, remaining close to 
the author’s expressed intention to main- 
tain emphasis on general principles and to 
develop an integrated body of theory of 
the corporate enterprise possessing gen- 


eral applicability. Summaries appended at 
the end of each chapter help one materially 
to grasp the points made. 

The second part, dealing with the Eco- 
nomic Aspects of Corporate Enterprise and 
especially chapters VII and VIII, should 
prove of particular interest to controllers. 
The author’s discussion of the maximiza- 
tion of net returns, the demand curve, and 
the marginal revenue curve is thoughtful 
and provocative. 

Chapter VIII, entitled Some Problems in 
the Determination of Income for an Elapsed 
Period could be read by all of us with 
profit. The wide scope of the controller's 
duties these days emphasizes again the 
close relationship between economic anal- 
ysis and accounting. Here the author deals 
with accounting theory and _ accounting 
problems of a practical sort, taking up in 
turn the Accounting Concept of Income, the 
Valuation Problem in the Computation of 
Accounting Income, and Accounting Re- 
ports and the Business Enterprise in Rela- 
tion to the Economy. 

The author’s discussion here will point 
up once again in the mind of the reader 
the difference between the accountant and 
the controller in their approaches to the 
concept of income. The concept of income 
in economics as forward looking and the 
concept of income in accounting as back- 
ward looking are not, or should not be, 
separate concepts in the mind of the con- 
troller. 

Many of us will agree with the author's 
statement at the end of this chapter. “From 
the broad social point of view there is a 
great need that accounting statements be 
prepared with the maximum degree of ac- 
curacy and interpreted with an appropriate 
appreciation of their limitations. Especially 
the practice of reasoning from the past 
earnings records of business corporations 
to firm conclusions concerning their prob- 
able future earnings and their ability to 
employ additional capital that will yield 
high returns is at best very tenuous.” 

The book has an excellent index and 
bibliography. 

Reviewed by MorrisON H. WATKINS. 


TURNING POINTS IN BUSINESS CY- 
CLES, by Leonard P. Ayres. McMillan 
Company, New York. 214 pages. $2.75. 
The underlying philosophy used by Colo- 
nel Ayres in his latest publication is based 
on the reasoning that turning points in 
business cycles are caused by changes in the 
flow of money into business enterprise. 
With the aid of diagrams and numerous 
tables the author traces the course of Ameri- 
can business through the prosperities and 
depressions of 109 years, since 1830, and 
combines the trends shown by these _his- 
torical and statistical analyses with his usual 
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practical economic reasoning. His study is 
presented as an “attempt to find out why 
the expanding production of durable goods 
turns downward at the top of prosperity 
and begins to contract and why, conversely, 
it stops shrinking at the bottom of depres- 
sion, turns upward again and begins to ex- 
pand once more.” The evidence collected 
indicates that the controlling factor in bring- 
ing about downturns from prosperity to- 
ward depression and upturns from depres- 
sion toward prosperity consists of important 
changes in the flow of capital investment; 
that the rate of capital flow decreases in pe- 
riods of prosperity when financial condi- 
tions become unfavorable for attracting new 
capital, and increases again in depression 
when conditions once more become favor- 
able for attracting security issues. 

One chapter, dealing with pump-priming 
recoveries, is of particular current interest 
in view of the author’s well-supported be- 
lief that venture capital may be attracted to 
market only when investors have enough 
confidence in the prospects for profit to take 
a risk in the hope of being rewarded by 
later gains. New Deal economic experi- 
ments come in for criticism because they are 
based on the consumer purchasing theory of 
business cycles and, to quote, ‘have failed 
because the theory on which they are 
founded is not a valid one.” It is contended 
that prosperity results when new funds 
flowing into corporation treasuries from the 
sale of new securities are used for more con- 
struction, new equipment, stocks of ma- 
terials and increased pay rolls and, further, 
that when this flow of investment funds has 
decreased, expansion in industrial output 
terminates. The point is made that by the 
time capital issues have reached their lowest 
volume, depression has set in and is grow- 
ing more serious, but at just that point 
processes are under way arranging condi- 
tions for new recovery and when these 
conditions once more become favorable for 
attracting the funds of investors, another 
upswing in the volume of capital issues is 
about to take place. 

In the development of this reasoning, 
charts are presented showing that for more 
than 100 years security prices have turned 
upward and downward with almost un- 
broken regularity shortly before the upturns 
and downturns of American business cycles. 
In these cyclical movements adequate weight 
is given to external forces such as those of 
war, political struggle, foreign depression, 
monetary disorder, and unwise banking leg- 
islation. The charts themselves are, as the 
author describes them, necessarily a_bar- 
rier to easy reading but important, never- 
theless, as a means of reference and support 
to the accepted conclusions. One chart 
summarizes for simple analysis and explora- 
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BOOK REVIEWS 


continued 











tion the typical sequences in a business cycle 
ind shows the relationship of cash in banks, 
interest rates, bond prices, stock prices and 
apital issues to business activity in a typ- 
cal period of depression and prosperity. 
The entire treatment of these influences 
should be of interest to the student or the 
lyman in building background for an im- 
poved understanding of our American 
Economy. 
Reviewed by HENRY C. PERRY. 


s§IZE SELECTION SIMPLIFIED, by W. J. 
Blackburn. 54 pages. $12.75. 

A practical guide to the efficient planning 
ind production of folders, booklets, and 
commercial printing has been compiled and 
published by W. J. Blackburn, 560 West 
42nd Street, New York, N. Y. All the es- 
ential information is presented clearly and 
concisely, and with a minimum of theory 
ind explanation. Charts, tables, diagrams, 
ind text are arranged and indexed so that 
anyone can easily find the data he needs. 
The book has been designed for hard and 
constant use as well as for quick reference. 
Text pages are printed on 100-pound sub- 
stance, white offset stock; dividers are on 
heavy buff index with celluloid tabs. Cover 
is one-piece Fabricoid over 70-pound bind- 
es’ board with an easily opened looseleaf 
binding. Page size is 81 by 11 inches, and 
there are 53 pages of charts, diagrams, and 
bular matter. For the producer, the de- 
signer, and the planner of printed pieces, 
this portfolio will prove a great time and 
money saver. 

Reviewed by Harvey M. KELLY. 


ACCOUNTING REQUIREMENTS OF 
THE SECURITIES AND EXCHANGE 
(OMMISSION FOR THE PREPARATION 
OF FINANCIAL STATEMENTS. By B. 
Bernard Greidinger, Ph. D., C.P.A., of the 
hool of Business and Civic Administra- 
tion of the College of the City of New 
York. Ronald Press Company, New York. 
‘17 pages. $5. 

A recent examination of the financial 
statements filed on forms 10 and 10K by 
the first one hundred companies listed, in 
iphabetical arrangement, on the New York 
Stock Exchange, disclosed that the state- 
ments of almost 80 per cent. of these com- 
pnies had been cited deficient by the 
‘curities and Exchange Commission and 
tturned for correction. The independent 
wublic accountants whose certificates were 
ittached to these deficient statements in- 
duded the names of firms recognized na- 
tionally and internationally as leaders in the 
pofession. This raises many questions: 
Ate the instructions not clear? Are the 
“countants at fault? Is the commission 
stting up a new body of accounting prin- 
ples which the profession considers to be 
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ill advised and therefore refuses to follow? 

This book is an attempt to answer these 
questions and contribute toward a better 
mutual understanding. Chapter 1 analyzes 
the particular sections of the Securities Act 
of 1933 and the Securities Exchange Act of 
1934, which deal with financial reports, 
while Chapter 2 presents and discusses the 
basic forms (i.e., Al, 10, A2, 10K, and 
others) which have to be filed. Chapter 3 
explains the general and/or rigid require- 
ments in respect thereto, and 4 the optional 
and/or flexible requirements. For example, 
the instructions prescribe that a registrant 
may not consolidate with any subsidiary in 
which it does not directly or indirectly own 
more than fifty per cent. of the voting stock. 
This is a rigid requirement. On the other 
hand, the commission, in its instructions, 
expresses the preference that inter-company 
profits be eliminated. This, however, is a 
flexible requirement because the instruc- 
tions provide that when this has not been 
done the reason should be stated. In other 
cases, the commission has set down neither 
a rigid rule nor has it expressed any pref- 
erence. The officers of the registrant are 
free to choose. 

It is the function and duty of the com- 
mission to assure a fair and truthful dis- 
closure of the material facts essential to an 
appraisal of the value of securities. “But 
disclosure does not occur automatically; it 
must be encouraged and cultivated and, in 
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certain instances, forced.” Chapter 5 ex- 
plains the method of examining the form 
and content of the registration statements 
and annual reports. The accounting require- 
ments in respect to the preparation of each 
balance sheet item are analyzed in Chapters 
6 to 12, requirements for each profit and 
loss item in Chapters 13 and 14, and re- 
quirements for auditors’ certificates in 15 
to 17. These items are interpreted pri- 
marily through a comparative study of a 
selected number of original (deficient) and 
amended (corrected) financial statements on 
file with the commission. This method of 
analysis has the advantage of not only point- 
ing out those methods of presentation 
which caused the rejection of the state- 
ments but also of indicating those methods 
of presentation which were accepted by the 
commission’s examiners. 

The commission should continue its ef- 
forts toward making its accounting require- 
ments reasonably clear and comprehensive. 
The accountants should realize that the in- 
terests of the stockholders should not be 
subordinated to the interests of the corpo- 
rate officials. The commission and the pro- 
fession, working together in a spirit of 
friendly cooperation and mutual understand- 
ing, can accomplish much. Each can do its 
share. 

This should prove to be a very useful 
book. 

Reviewed by E. STEWART FREEMAN. 
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Chicago Control Preparing 
Roster 


At a meeting of the Board of Directors 
of the Chicago Control held June 24, it was 
voted to prepare a roster of members of the 
Control complete with affiliations, ad- 
dresses, telephone numbers, and other per- 
tinent information. It was decided to have 
the first meeting of the Control on Septem- 
ber 17, the third Tuesday of the month, to 
avoid conflict with the annual meeting of 
The Controllers Institute of America to be 
held September 23, 24, and 25. Thereafter 
meetings of the Chicago Control are to be 
held on the fourth Tuesday of each month. 

Mr. R. D. Campbell was appointed chaair- 
man of the Technical Committee by Presi- 
dent Charles F. Scully. Several subjects for 
technical discussion were suggested. The 
October meeting of the Control is to be a 
past presidents’ meeting. An attendance 
committee was authorized. 


Cleveland Control to Hold Weekly 
Luncheon Meetings 


At a noon-day meeting of the Cleveland 
Control which took place on July 16 at the 
Mid-Day Club in Union Commerce Build- 
ing, it was decided to hold luncheon meet- 
ings on Tuesday of each week at 12:15 P.M. 
A room has been provided at the Mid-Day 
Club, and in the future each member will 
be reminded of the noon-meeting by tele- 
phone on Monday. This new arrangement 
is the result of answers to a questionnaire 
“Do you favor noon-day luncheons?” which 
were almost unanimous in favor of such 
meetings. 


Dayton Control Discusses 
Program for Season 


The Board of Directors of the Dayton 
Control met July 17 at luncheon and dis- 
cussed plans for the coming season, in- 
cluding details of the program. 


Directors of New England 
Control Have Outing 


A meeting of the Board of Directors of 
the New England Control was held at the 
Cohasset Country Club, Southbridge, Massa- 
chusetts at 6:30 P.M. on July 24. Mr. 
George E. Baskie, a vice-president and di- 
rector of the Control, was host and had ex- 
tended an invitation to the directors to play 
golf or to visit the plant of the American 
Optical Company. Golfers teed of at 3 
o'clock in the afternoon. 


Outing of Syracuse Control 


The Syracuse Control held a very en- 
joyable outing on Tuesday afternoon and 
evening, July 16, at the Syracuse Yacht and 
Country Club on Oneida Lake, South Bay, 
New York. Most of those in attendance 
played golf in the afternoon, while the rest 
played cards and enjoyed the cool breezes 
from the lake. A very enjoyable dinner fol- 
lowed and all stayed until the social gather- 
ing broke up at 12:45 A.M. 


PERSONAL NOTES 


Mr. E. A. MacDonald, a member of the 
Controllers Institute of America, recently 
became vice-president and treasurer of the 
Savage Arms Corporation, Utica, New York. 
He was formerly the secretary and treasurer 
of the company. 

Mr. H. Oscar Donner, a member of The 
Controllers Institute of America since its 
early days—his certificate of membership is 
Number 9—has been appointed to the 
Grand Master’s Masonic staff. This ap- 
pointment comes to the Eighth District in 
recognition of its meritorious Masonic serv- 
ice—to Justinian Lodge in token of the ex- 
cellence of its cooperation in all projects— 
and to Mr. Donner as a reward for his 
many and diverse activities. 

Mr. Ernest L. Olrich of Minneapolis, 
president of Munsingwear, Inc., has been 
appointed State Commissioner of Industrial 
Preparation for Defense by Governor 
Harold Stassen of Minnesota. As defense 
commissioner, Mr. Olrich will mobilize 
Minnesota’s resources for co-operation with 
the national defense program. He has been a 
member of the Controllers Institute of 
America since June, 1934. 


EMPLOYMENT 


Controller, assistant, executive account- 
ant, auditor, with heavy corporation experi- 
ence in all phases of accounting, tax work, 
budgets, costs, systems, credits and collec- 
tions, and internal auditing, wishes to make 
a change. Age 42. Married. Will locate 
anywhere. Address No. 346, ‘The Control- 
ler.” 


Controller-Treasurer 


As a result of re-organization changes 
due to conditions in the anthracite industry, 
this former secretary, treasurer, and control- 
ler resigned. The connection gave him 
twenty years of continuous experience in 
handling all financing, accounting, credits 
and collections for a holding company, and 
as treasurer of the mining companies direct 
supervision of all finances, accounting, min- 
ing inventories, and payrolls. Sales of these 
companies approximated twenty million 
dollars a year, and employees under his di- 
rect supervision totaled sixty. Age 48, mar- 
tied, prefers New York or Philadelphia 
territory; highest references. Address No. 
347, “The Controller.” 


Factory Accountant Wanted 


A factory accountant for a mid-western, 
large manufacturing company which is na- 
tionally known. The man selected will have 
responsibility for all factory accounting, in- 
cluding general accounting, cost work, and 
supervision of approximately forty-five em- 
ployees. Requires actual experience in op- 
erating standard cost systems, with some 
executive or supervisory experience, and 
also experience in the design and prepara- 
tion of reports for the use of operating exec- 
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utives. Salary good and position is open 
immediately. Address No. 348, ‘The Con- 
troller.” 


Controller—Assistant Treasurer 


Immediately available for a large man 
ufacturing company as assistant control 
ler, or for medium sized company as con- 
troller; 16 years’ experience in industrial 
company handling general accounting 
and duties of treasurer. Reasonable salary, 
will locate anywhere. Address No. 349, 
“The Controller.” 


Controller for a Medium-Sized Company 


A member of The Controllers Institute of 
America is immediately available for a 
company small enough (500 to 1000 em 
ployees) to require the services of one 
person who can assume a wide range of te 
sponsibility, one which does not need 4 
number of specialists. This position might 
have one of several titles, but it should in 
volve most of the usual duties and respon 
sibilities of a controller. Age 42, American, 
married, experienced, prefers middle west 
but will consider any part of the country, 
Address No. 350, “The Controller.” 


War Meeting of Controllers 
(Continued from page 281) 


“WAR PROBLEMS OF BUSINESS 
AS THE CONTROLLER SEES 
THEM” 


This will be an open-discussion 
session on Wednesday morning 
September 25, in which war Com 
tracts, amortization, plant expafe 
sions, relations with government dé 
partments and other related matte 
will be brought up. An experiencé 
meeting in which questions will bé 
asked and replies and comments 
made. An exchange of information 
and experiences. a 


GROUP CONFERENCES 


Four or five group conferences Off 
special subjects will be included if 
the program. : 








TIMELY FIGURES! 


Send your inventory and other emergeney 
computations to a skilled organization 
public calculators. Dependable results. 

ATLAS CALCULATING SERVICE 
25 E. Jackson Blvd. Chicago, 
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Liebmann Brewertes 


Have Handled Rheingold Beer 
and Ale Accounting For 23 Years 











The home of Rheingold Beer & Ale, 
Brooklyn, N. Y. 


genres BREWERIES, with their thousands of o. ea 
active accounts, have faced a big accounting . ne - 
job for years . . . but never a big accounting © 
problem . . . because for twenty-three years the; ‘ali 0 
have tackled the job with Underwood Elliott 
Fisher Accounting Machines! 
Liebmann Breweries are using Elliott Fisher EXTRA DRY 
Accounting Machines for billing, for handling f 
accounts receivable and payable, for general Lager Beer ~Not Swe 
ledger and expense distribution, for pay rolls. 
iThey have found from the very outset that 
Underwood Elliott Fisher Accounting Machines 
provide a simplified, flexible, dependable means 
of handling a wide variety of important account- 
ing operations. Liebmann Breweries have experi- 
mented with other types of machines, from time 
to time, but they have “‘found the Elliott Fisher 
With its flat writing surface to be the most efh- siiiiaitiein Gillie iii 
ent and economical.” UNDERWOOD ELLIOTT FISHER COMPANY 
Underwood Elliott Fisher offers three distinct {ccounting Machines, Typewriters, Adding Machines, 
lines of accounting machines with a wide variety Carbon Paper, Ribbons and other Supplies... One Park 
é a Name Be Ave., New York .. . Sales and Service Everywhere... 
of models in each. In addition it maintains a Underwood Elliott Fisher Speeds the World's Business. 
Nation-wide organization to assist industry in Copyright, 1940 Underwood Elliott Fisher Company 


UNDERWOOD ELLIOTT FISHER *<°'mactines 


using them. If you have an accounting 
problem, why not have Underwood Elliott 
Fisher cooperate with your accounting or- 








ganization in its solution. 
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@ You'll be excited too, Al. when you realize all the things this new 
Remington Rand Printing Calculator will do. Stop and think: every 
division and multiplication problem in our office—yvyes, and probably in 
yours too—is the direct result of some previous addition or subtraction 
work. What a marvelous thing it is that now we can do the whole job 
on one complete machine at each desk! 
Sure. Frank —we've got a lot of calculating work at our place. 
What's the matter with ordinary calculating machines ? 
Two things, my boy—you need highly trained operators to run “em, and 
you have to do the work twice to prove accuracy. But the Printing 
Calculator is a simple 10-key machine. It divides automatically and 
multiplies electrically. It prints every factor of every problem. The tape 


is a permanent record, for checking or filing. What’s more, we also have 


the service of a listing-adding machine—double facilities. but only one 
investment...We traded in all our calculating and adding machines on 
new Printing Calculators. You'll never regret it if you do the same thing. 
You've sold me 100%, Frank... but say. you're in the wrong business. 
With your enthusiasm, you ought to be on Remington Rand’s payroll! 
@ If your figure-work is like Frank’s and AI’s, yowll profit tremendously by 
using the Printing Calculator, with its ability not only to calculate but also 
to list, add and subtract. Already this amazing invention has simplified the 
office figuring habits of thousands of businesses. See it demonstrated in 
your own office, on your own work. Phone your nearest Remington Rand 
office today, or w rite to Remington Rand Inc., Buffalo, N. Y. In Canada, 


address Remington Rand Ltd., Toronto. 


The Remington Rand 


Printing Calculator 

















WE like it because it’s an all-purpose machine WE’ve put one in every branch, replacing two WE use it for all original work, eliminating 
at litthke more than adding machine cost. machines... releasing capital once frozen. the “re-run for proof” time formerly needed. 
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